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PREFACE. 


This  book  is  intended  primarily  as  a text  book  for 
students  who  are  preparing  for  examination  in  Political 
Economy : especially  the  examination  for  the  Teachers’ 
Certificate. 

I believe  that  a thorough  knowledge  of  its  contents  will 
be  found  sufficient  for  a pass  in  any  examination,  which  is 
not  on  some  special  department  of  the  science. 

I have  endeavoured  to  select  what  is  best  in  the  w'orks  of 
the  best  economists,  and  to  give  their  own  words  when 
possible.  But  I have  not  hesitated  to  take  my  own  course 
on  the  points,  and  they  are  not  few,  where  the  views  of  the 
leading  economists  seemed  to  me  lacking  in  clearness  or 
accuracy. 

The  book,  therefore,  is  not  a mere  compilation,  but 
pretends  to  as  much  originality  as  can  reasonably  be  looked 
for  in  a sober  elementary  work. 

In  addition  to  being  useful  to  candidates,  I hope  it  may 
be  found  to  supply  general  readers  with  an  intelligible 
outline  of  the  science. 

The  candidate  is  recommended  to  read  through  the  book 
once  straight  forward,  and  then  to  begin  to  study  it. 

The  Index,  the  Table  of  Contents,  the  Cross-References 
in  the  Text,  and  the  Questions  and  Notes  which  follow 
each  chapter,  should  all  be  used  until  they  become  perfectly 
familiar. 

Some  few  of  the  explanations  given  are  rather  beyond 
the  scope  of  the  book  itself,  and  are  intended  to  assist  the 
student  who  may  pursue  the  subject  in  other  works.  Re- 
ferences to  these  are  given  with  sufficient  fulness  to  dispense 
with  any  formal  advice  as  to  additional  reading. 


j]  o 6 / S 


CONTENTS. 


INTRODUCTION. 

Chapter  1. 

Tiif.  Nature  of  the  Subject. 

PreUiiiinarn  Dcfinitionst ; Exchange  ; Depnrtmentii  of  Political  Economy  ; 
Human  Conduct ; Questions  a)id  Xotcs.  ...  pp.  l-o. 

Chapter  II. 

Methods  of  Study. 

Art  and  Science;  Pclation  to  other  Sciencc<i ; The  ‘X-Umimption.^ of 
Econoniics  ; Ecojiomic  Taiwx  ; Sketch  of  tiie  Hirttory  of  Political  Economy  : 
Quc.Aionn  and  Notes.  ...  ...  ...  ...  ...  ...  ...  pp.  015. 

PRODUCTION. 


General  Conditions. 


Chapter  III. 


Introductory  : The  Requisites  or  Agents  o f Production  : Cost  and  Expense 
of  Production  ; Ma.riinuin  Eliiciency ; Agriculture  (Uid  Manujactiires  ; 
Questions  and  Notes.  ...  ...  ...  ...  ...  ...  ...  pp-  10  22. 

Chapter  IV. 

IjAROUR. 

Double  Aspect  of  Labour:  Tjobour  is  not  Creative  of  Objects,  hut  of 

Utilities;''  Classes  'of  Utilities;  Productive  and  Uujiroductive  Latiour  : 
Classes  of  Labour:  Classes  or  Labourers;  Industrial  Ejlicieucy  ; Questio)is 

mid  Notes.  ...  ...  ...  ...  ...  ...  ..  ...  PP-  22-27. 

Chapter  V. 

TjANd. 

Introductory  ; Forms  of  Tenure,  Large  and  Small  Holdings;  Questions 

and  Note.s.  ...  ...  ...  ...  ...  ...  ...  •••  PP-  ‘27-50. 

Chapter  VI. 

Capital. 

Dejinition  ; Functions  ; Kinds  of  Capital  : Capital  and  I.abour  ; Capital 
and  Money  ; Mill's  Propositions  ; Groivth  of  Capital ; Consequences  oj  Large 
Capital;  Questions  and  Notes.  ..  ...  ...  ...  ...  pp.  50-50. 


Oroanis.\tion  of  Industry. 


Chapter  VII. 


Comhination  of  Effort  ; Separation  of  Employments  ; Division  of  ImJiouv  : 
Effects  of  Division  of  Imbour  ; Maehiuery  ; Limits  of  Division  oJ  Inibour; 
I.ocaUsation  of  Industries  ; Carrying  Trades  and  Machinery  oJ  Exchange; 
Division  of  Labour  <ind  Exclaiuge ; Joint  Stoclc  Euterp‘dsc : Agriculture  : 
Elfeets  of  Organisation  of  Industry  : (piestions  and  Notes.  ...  pp.  50-17. 


11 


CONTENTS. 


CONSOrPTION. 

Chapter  VIII. 

C INSr.AlPTIO.V. 

IntrodKctory  : Productive  and  Unproductive  Coniiumption  ; Consumption 
o]  Services;  LUaisumption  and  Production;  '‘Over-Production”;  I aw  of 
Liininishinir  T tiliti/;  Forms  of  Consumption  ; Ori)anisation  in  Consum  ition'; 
0 lest  tons  and  Notes ; pp.  47-55. 


V ILUE. 


EXCHANGE. 

Chapter  IX. 


'll''';/  » X / wixM  i I ^ T Ltv  I iiu  1 1 1 tr-  ifi.  lunu  ; 

i nwal  ana  Market  ] alne  (or  Price);  Duujrammatic  Picpre^entation  of 
1 leonj  oi  ] (due  ; (piestions  and  Notes.  ...  ...  ...  ...  pp.  5()-G.'). 


M 5XKY. 


Chapter  X. 


Jantei;  Money;  Evolution  of  Money;  Qualities  of  Money  ; Functions 
ot  Money  ; Money  a Commodity  ; Value  of  Money  ; The  Quantity  Theory”  ; 
hapidity  of  Circulation  ; Questions  and  Notes.  ' ' pp.  05-7:4. 

Chapter  XI. 

Cl  EDIT. 

Lendiny ; Credit  and  Dehit;  Good  and  Pad  Credit;  Transfer  and 
onus  ot  Cl  edit;  Credit  and  Capital;  Credit  and  Prices;  Functions  of 
(.led It;  (Questions  and  Notes.  pp.  74-7'j. 


Chapter  XII. 

Cc  MPETITIOX. 

Paryaininy ; Competition;  Patents;  A Comhination  ; 
Ft  tes 


M.  RKET.S. 


Chapter  XIII. 


(Questions  and 
...  pp.  79-83. 


Introductory  ; The  Law 
A Perfect  Market;  Iletail 
(p  estions  and  Notes 


of  In  difference  ; Conditions  of  a Good  Market; 
2Iarkets ; Speculation;  Peaction  of  Markets; 

pp.  83-87. 


Cr  flREXCY. 


Chapter  XIV 


“Money”  and  “ Currency”  ; Systems  of  Currency;  Monetary  Unit; 
I he  Fnylish  I\Iint ; Seiynioraye ; Leyid  Tender;  “ Greshands 
’ pFstory  of  EnyliMi  Currency;  Dehasement  and  Depreciation  ; 
1 oyer  Money  ; Convertible  Paper;  Ineanverlihle  P/iper  ; The  “ Assiynats”  ■ 
(Mcstionsand  Notes 


* 


• » 4 


CONTENTS. 


R.\xeixg. 


Chapter  XV. 


Functions;  Local  Panks  ; Pankers'  Profits  ; Structure  of  the  Fnylish 
Pankiny  System;  Pankers'  Punks;  The  Punk  of  Kny  land ; Objections  to 
the  Punk  Act;  A Weekly  Picturn;  The  Cleariny  House;  Advantayes  of 
Pankiny  ; (piestions  and  Notes pp.  100-11*2. 

Chapter  XVI. 

The  Moxey  Market. 

Introductory  ; Interest  and  Diseount ; I.enders  and  Porrowers  ; “ Market  ” 
and  “ Punk  ” Pate ; The  Peserve  and  the  Discount  Pate;  Public  Funds  or 
Pentes;  (picstiuns  and  Notes.  pp.  112-117. 

Chapter  XVII 

Fi.hctuatioxs  of  Prices. 

Introductory  ; Causes  of  Fluctuations  ; Classes  of  Fluctuations;  Course 
of  Prices  ; (picstious  and  Notes.  ..,  pp.  118-123. 

Chapter  XVIII. 

IXTEIIXATIOXAL  TrADE  .AXD  FoREICtX  ExCHAXCtES. 

Introductory ; Pelative  Advantaye  ; Territorial  Division  of  Labour”; 
Value  in  International  Trade ; International  Movements  of  Money  ; Palance 
ot  Indebtedness ; Exports  Palance  Imports;  Surplus  of  Enylish  Imports; 
(piestions  and  Notes ' pp,  123-130. 


Gexeral  Coxditioxs. 


DISTRIBUTION. 

Chapter  XIX. 


Introductory  ; Distribution  and  E.rchanyc  ; Theory  of  Value  applied  to 
Ayents  of  Production;  “Commercial”  and  “Industrial”  Competition; 
Functions  and  Persons  ; Differential  Gains.  pp.  131-138. 


Rext. 


Chapter  XX. 


Introductory;  Picardo's  Theory  of  Pent ; “ Mar  yin  of  Cultivation”  ; 
“ Dose  qt  Capital” ; Diayrainmatic  Pepresentation  of  Theory  of  Pent ; “ No- 
Pent  Land  ” ; “ Pent  does  not  enter  into  the  Price  of  Ayricuitural  Produce  ” ; 
Pise  and  Fallot  Pents  ; Pent  of  Mines,  etc.;  House-Pent ; Price  of  Land ; 
“ Unearned  Increment”;  Definitions;  Questions  and  Notes.  ...pp.‘ 138-140. 


Profit. 


Chapter  XXI. 


Introductory  ; The  Function  of  the  Employer;  The  Pate  of  Profit;  Profit 
and  Pent;  Other  iileaninys  of  “Proft";  “Dividends” ; Questions 
and  Notes pp.  147.152. 

Chapter  XXII. 


IXTEREST. 


Introductory  ; Gross  and  Net  Interest;  Interest  and  Profit ; Abstinence 
and  Waitiiu) ; Supply  of  Capital ; Demand  for  Capital;  Pate  of  Interest  ; 
t'sury  ; (piestions  and  Notes.  p’p.  152-158. 


CONTENTS. 


Chapter  XXllI. 


VGES. 


Introductory  : Noininnl  and  Iteal  Wayes  ; 'Time  and  Task  Wayes  ; Itcal 
an  I Nominal  Cost  of  Labour  ; Baryaininy  for  Wayes  ; Deyradation  of  Labour; 
'Tic  Iron  or  Brazen  Lau' ; 'The  Waye-Fund  ; Standard  of  Comfort;  'The 
Eflciency  Theory  ; Standard  of  Life  ; Questions  a)id  Notes.  ...jpp.  1.58-1G9. 

SOME  SOCIAL  AND  TOLITICAL  QUESTIONS  INYOLVING 

ECONOMIC  CONSIDEIIATIONS. 


Cc  -OPERATION. 


Chapter  XXIV. 


Introductory ; Co-operation  in  Consumption  ; Historical  Sketch  ; Profit- 
Sh  triny  or  Industrial  Partnership  ; (ficstions  and  Notes.  ...pp. 


Tj^  nation. 


Chapter  XXV. 


Functions  of  Government  ; Government  Bevenue ; Taxation;  Historical 
Skych;  Canons  of  'Ta.vation  ; Equality;  Certainty  ; Convenience ; Eco}iomy  ; 
Bi'ect  and  Indirect  'Taxation;  Incidence;  Elasticity  ; 'The  Income  'Tax; 
Present  System  of  Enylish  'Taxation;  Loans;  'The  National  Debt ; Local 
'Taxation;  Proposals;  Questions  and  Notes.  ...  ...  ...pp.  17G-193. 


Free  Trade. 


Chapter  XXVI. 


Gain  from  Eoreiyn  'Trade ; Effects  on  Distribution;  Other  Vieivs  ; Pro- 
teclve  Duties  ; Bounty  ; Colonial  Monopoly ; 'Treaties  of  Commerce  ; Tree 
'Tr  ide ; Protection  : Nursiny  Industries;  Non-Economic  Aryuments  ; Bed- 
privity  ; Customs  Union  of  Jtritish  Empire  ; Questions  and  Notes,  pp.  193-202. 


...pp.  202-200. 


...pp.  20G-208- 


Chapter  XXVII 

I5i  ^Ietaldism. 

Bi-Metallism  ; (Questions  and  Notes 

Chapter  XXVIII. 

So  tai.is.m. 

Socialism;  (fiestimis  and  Notes. 

Chapter  XXIX. 

Or,  iANISATION  OF  LaROFR. 

Need  for  Oryanisation  ; Strikes;  'Trade  I'nions  ; How  to  Boise  Wayes  ; 
Co  iciliation  and  Arbitration  ; SUdiny  Scales;  History  if  'Trade  Unions; 
Gavernment  Beyulation  ; Immiyiation  ; Questions  and  Notes.  ...pp.  20B-217. 

Chapter  XXX. 

St  iTE  Aid  to  the  Poor. 

'The  Poor  IjOWs  ; Old-Aye  Pensions  ; (fiestions  and  Notes,  pp.  218-221. 


Mi >CELi.ANEors  Questions  ... 


...pp  222-223. 


• • • 


INTRODUCTION. 


CHAPTER  I. 


THE  X.ATURE  OF  THE  SUB.JECT. 

1.— Preliminary  Definitions.— Political  Economy, 
or  Economics,  is  the  science  of  human  conduct  in  relation  to 
' Wealth.  Ufalth  is  a term  which  applies  to  everything  that 

has  Value.  A single  item  of  Wealth  is  called  a Cowniodify, 
Value  is  an  attribute  ascribed  to  a thing  on  the  ground  of  its 
> Exchange  To  say  that  a thing  has  value  means  that  it  may 

possibly  be  Exchanged  for  some  other  thing.  “Thing”  is 
here  used  in  the  widest  possible  sense,  and  not  confined  to 
material  objects ; it  includes  human  Services  and  the  tem- 
porary Hire  of  a thing,  and  legal  Rights. 

^ — Exchange. — The  foregoing  definitions  are  given  pro- 

visionally, in  order  that  we  may  use  language  intelligibly,  and 
at  once  put  ourselves  in  a position  to  mark  out  the  fact.s  that 
we  are  studying.  The  fact  of  Exchange  is  the  central  point 
of  the  science,  and  the  consideration  of  what  is  involved  in  an 
exchange  will  enable  us  to  define  precisely  the  boundaries  and 
the  departments  of  our  study. 

Let  us  take  a simple  case  of  exchange  and  analyse  it.  H 
exchanges  his  hat  for  C’s  coat.  This  implies  (1)  that  H 
) desires  the  coat  and  that  C desires  the  hat,  and  further,  that 

H desires  the  coat  more  than  the  hat,  while  C desires  the 
hat  more  than  the  coat ; (2)  that  H has  a legal  right  to  the 
exclusive  enjoyment  of  the  hat,  and  can  transfer  that  right 
to  C.  The  same  of  the  coat,  mutatis  nmtamlis. 

Everything  that  can  be  an  object  of  desire  is  said  to  have 
rtilitiQ  i.e.,  capacity  of  satisfying  desire,  or,  in  other  words, 

, of  giving  pleasure  or  preventing  pain. 

We  can  now  express  briefly  and  clearly  the  reason  why 
exchange  takes  place.  It  is  not  merely  because  there  is  a 

[In  the  cross-references,  which  are  yivcn  in  brackets,  Boman  numerals 
are  used  to  denote  Chapters  and  ordinary  fiyures  to  denote  Sections,  thus 
(iii.,  4)  means  ‘^Chapter  III,  Section  4,’'  and  (xxiv.,  xxviii.)  means 
“ Chapters  XXIV.  and  XXVIII.”] 
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“ certain  propensity  in  human  nature  to  truck,  barter,  and 
exchange  one  thing  for  another  ” (Adam  Smith’s  Wealth  of 
i,,  2),  but  it  is  because  there  is  a gain  in  Utility 
to  both  parties  in  every  exchange.  Reverting  to  our  illustra- 
tion, II  desires  the  coat  more  than  the  hat ; that  is,  the  coat 
has  greater  utility  to  him  than  the  hat ; while  C desires  the 
hat  more  than  the  coat ; that  is,  to  him  the  hat  has  greater 
utility  than  the  coat. 

The  same  thing  is  expressed  by  saying  that  exchange  is  the 

barter  of  the  comparatively  superfluous  for  the  compara- 
tively necessary”  (Jevons). 

It  would  therefore  be  a mistake  to  suppose  that  the  advan- 
tage derived  from  Exchange  is  the  making  of  Profit.  In  the 
illustration  of  exchange  which  we  have  examined,  nothing 
that  can  be  called  Profit  is  distinguishable.  When  profit  is 
made,  it  is  as  a result  of  a complete  process  of  production,  of 
which  Exchange  is  only  part. 

The  fact  that  II  is  able  by  means  of  the  hat  to  obtain  the 
coat,  is  expressed  by  saying  that  the  hat  has  Value,  or 
“ purchasing-power.” 

This  “ purchasing-power”  maybe  measured  by  the  quan- 
tity of  things  which  can  thus  be  obtained.  If  coat  No.  1 
exchanges  for  one  hat,  while  coat  No.  2 exchanges  for  two  hats, 
all  three  hats  being  of  the  same  sort,  w(‘,  may  say  that  coat  No. 

2 has  twice  the  value  of  coat  No.  1. 

The  r.sr  of  a thing  may  be  exchanged,  e.;/.,  I may  give  a 
hat  for  a day’s  use  of  a bicycle,  or  for  a day’s  work  of  a 
gardener.  Such  exchanges  are  called  Hire.  .Services,  there- 
fore, whether  of  men  or  other  things  may  have  Value.  In  a 
slave-holding  state,  human  beings  may  even  be  sold  outrighc,  ' 

and  must  then  be  regarded  merely  as  commodities.  * 

We  now  see  that  anything,  or  the  use  of  anything,  may 
have  value,  provided  that  (1)  it  has  Utility,  and  (2)  it  can  be 
held  in  ownership,  and  the  ownership  transferred. 

The  climate  of  a country,  its  form  of  government,  and  such  ■ 

abstract  qualities  as  industry,  strength,  and  skill,  though  | 

they  have  great  Utility,  have  no  Valiui,  because  they  either  ' 

cannot  be  held  in  ownership  or  the  ownership  of  them  can-  ! 

not  be  transferred.  [ 

It  may  seem  strange  at  first  to  say  that  skill,  strength,  !’ 

industry,  good  climate,  or  favourable  geographical  position,  I 

have  no  value.  But  the  strangeness  lies  in  the  ambiguity  of 
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the  word  “ Value,”  which  hears  not  only  the  meaning  to 

which  we  restrict  it,  but  also  is  used  to  denote  verv  much  the 
.same  thing  as  Utility. 

Everything  that  ha^^^  has  Utility,  but  many  things 

have  Utility  and  not  Value.  ’S  alue  in  the  sense  of  Utility  is 
.soinetimes  called  Value  in  Use,  as  distinguished  from  Value 

Exchange  Value  or  Exchangeable  Value) 
which  we  call  simply  Value. 

•1.- Departments  of  Political  Economy— \ 

rough  diagram  may  assist  us  to  keep  our  ideas  distinct. 


E.R 


two  lines  A A amt  JJ  Ji  represent  two  commodities 
that  are  exchanged  by  two  dealers  C D and  E F.  The  cross- 
nig  o the  lines  indicates  the  fact  of  exchange,  and  the  arrows 

indicate  the  respective  giving  and  taking  on  the  part  of  C D 
anci  hj  T . 

IhrGG  iiiQuiriGs  ar©  at  one©  siigg©st©(l ; 

(1)  How  do  commodities  become  fit  for  exchaime  ? 

(2)  How  are  exchanges  carried  out  ? ° 

(3)  What  becomes  of  commodities  after  they  are  ex- 

changed ? 

These  mquiries  are  dealt  with  in  the  four  departments  ot 
Political  Economy  which  are  usually  recognised  : 

(1)  The  Production  of  Weaith.  How  do  commoditie.s 

become  fit  for  exchange  ? 

(2)  The  Exchange  of  Wealth.  How  is  wealth  exehaimed 

(8)  The  Consumption  of  Wealth.  How  is  wealth 'em- 
ployed  ? 

(4)  The  Distribution  of  Wealth.  On  what  terms  .lo 

persons  combine  their  efforts  for  the  purpose  of 
production  ? ^ 

Hence  Political  Economy  is  sometimes  described  as  the 
tXtTon  onvLuh™  ’ ^nd  Di.s- 
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4— H uman  Conduct. — We  must  note  that  all  these 
activities — Production,  Exchange,  Consumption,  Distribution 
— so  far  as  they  are  the  subject  matter  of  Economics,  are  the 
actions  of  human  beings  living  in  society. 

Production  and  Consumption  no  doubt  involve  other  than 
purely  “ economic  ” activities.  A full  account  of  them  neces- 
sitates reference  to  physical  laws,  such  as  are  involved,  r.//., 
in  the  laws  of  Increasing  and  Diminishing  Return  (iii.,  4), 
the  law  of  Utility  (i.,  2),  the  principle  of  Division  of  Labour 
(vii.,  3b  the  Efficiency  of  Labour  (iv.,  7),  and  the  Functions  of 
Capital  (vi.,  2).  These  laws  must  inevitably  operate  wherever 
and  whenever  wealth  is  produced.  In  the  province  of  Dis- 
tribution, on  the  other  hand,  there  is  little  reference  to 
physical  laws.  The  law  of  Population  (xxiii.,  9)  is  such  a law,, 
but  “ Standard  of  Comfort  ” and  “ Standard  of  Life,”  which 
are  the  economic  forms  of  the  law  of  Population,  depend  on 
moral,  not  physical,  principles.  The  laws  of  Distribution 
being  thus  moral,  rather  than  physical,  are  more  modifiable 
by  human  design.  They  will  be  different,  r.//.,  under  Capital- 
istic production,  or  Co-operative,  or  Socialistic,  respec- 
tively (xxiv.,  xxviii.). 

But  in  all  departments.  Production  and  Consumption  no 
les.-'  than  Distribution,  human  activity  is  not  “ economic  ” 
unless  and  until  it  is  affected  by  a conscious  reference  to 
wealth;  and  objects  of  desire  (“goods”  as  we  might  call 
them)  do  not  become  wealth  unless  and  until  there  is  a pos- 
sibility of  their  exchanging  for  other  gotids.  All  “ economic” 
activity  is  human  conduct  with  conscious  reference  to  corres- 
ponding conduct  on  the  part  of  other  persons. 

Economics  is  therefore  a moral,  or  social  (Keynes)  or  moral 
and  psychological  (.J.  S.  Mill)  science.  It  studies  the  conduct 
of  men  living  in  society.  A hermit  or  Robinson  Crusoe 
cannot  be  the  subject  of  true  economic  study. 

Prof.  Marshall  says  that  Economics  “ is  on  the  one  side  a 
st  \ e t , a 1 on  tlie  otliei , and  more  important  side, 
a part  of  the  study  of  man”  {V  rind  pics,  1).  The  distinc- 

tion here  drawn  seems  unfounded.  “ Wealth  ” has  no 
meaning  apart  from  man;  we  cannot  study  wealth  without 
studying  man. 
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QUESTIONS  AND  NOTES. 


Most  of  the  Questions  appended  to  each  chapter  have  been  selected  from  tho.se 
aiven  at  various  Examinations. 

The  following  abbreviations  have  been  used: — 

Teacher’s  Certificate  Examination. 

A.  S.  of  Taxes  Examination  for  Assistant  Sur- 

veyor of  Taxes. 

L.C.C,  [C.H.  cC'  F.K.)  Senr.  London  Chamber  of  Commerce 

Senior  Examination  in  Commer- 
cial History  & Political  Economy. 

B. I.,  Prel.  ox  iio.  ...  Preliminary  or  Final  Examination 

of  the  Bankers’  Institute. 

1.  “ Personal  Wealth.”— “ \Ye  may  define  wealth  so  as  to 

include  all  those  energies,  faculties,  and  habits  which  directly  contribute 
to  making  people  industrially  efficient;  together  with  those  business 
connections  and  associations  of  any  kind  which  we  have  already 
reckoned  as  part  of  wealth  in  the  narrower  use  of  the  term  ” {Prof. 
Marsh.vll,  Principles,  ii.,  2). 

The  reference  to  the  fact  of  exchange  is  the  distinction  between 
economics  and  other  branches  of  study.  It  is  therefore  best  not  to  include 
human  “ energies,  etc.”  in  the  notion  of  economic  wealth,  unless  for 
special  reasons  and  with  .special  explanations. 

2.  Define  A\ealth.  Discuss  whether  or  not  the  following  coins  under 

your  definition  :—(u)  the  climate  of  a country,  (b)  the  natural  and 
acquired  qualities  of  its  people,  (c)  its  good  natural  harbours,  (d)  its 
unworked  mineral  resources.  (CtoT.). 

As  to  each  item,  ask  (1)  Has  it  Dtility  ? (2)  Can  it  be  held  in  owner- 
ship, and  the  ownership  tran-sferred  ? Distinguish  between  giving  another 
the  use  of  a thing,  and  giving  him  the  thing  itself.  A surgeon  may 
transfer  to  you  his  .services,  but  he  cannot  transfer  to  you  his  Tkill. 

3.  Explain,  and  comment  upon,  Mill’s  definition Wealth  may 

he  defined,  all  useful  or  (a)  agreeable  things  which  possess  exchangeable 
value,  or,  in  other  words,  all  useful  or  (a)  agreeable  things  except”tho.se 
which  can  be  obtained  in  the  quantity  desired,  without  labour  or 
sacrifice  (b).”  [Cert). 

(a)  To  say  that  a thing  is  “ useful  or  agreeable  ” is  the  same  as  saying 
that  it  has  utility. 

(b)  Things  which  “ can  be  obtained  in  the  quantity  desired  without 
labour  or  sacrifice,”  will  have  a Marginal  Utility  (and  therefore  Value)  of 
zero  (viii.,  ix.). 

4.  “ The  laws  of  the  production  of  wealth  partake  of  the  character 

of  physical  truths.”  The  distribution  of  wealth  is  a matter  of  human 
institution  solely.”  Discuss  the  correctness  of  the  contrast  drawn  in 
the  above  quotations,  and  explain  exactly  what  you  understand  by  an 
“ Economic  Law.”  _ of  Ta.ves). 

5.  Discuss  the  meaning  of  the  term  mine,  and  show  that,  in  every 
exchange,  each  party  to  the  exchange  gains  something. 

[L.C.C.  {C.H.  iC-  P.E.)  .St’«r.]. 
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CHAPTER  II. 

METHODS  OF  STUDY. 

1. — Art  and  Science. — “ The  term  Art  as  properly  used, 
seems  to  signify  systematic  express  knowledge  (with  or 
vithout  the  implicit  knowledge  or  instinct  which  we  call 
1 kill)  of  the  right  means  to  a given  end.”  (H.  Sidgwick). 

An  Art  is  defined  by  a statement  of  its  End  or  the  object 
vhich  is  sought  to  be  accomplished.  A Science  is  defined, 
not  by  any  End,  but  by  its  Department.  It  is  a body  of 
generalised,  organised.  Knowledge. 

We  may  thus  distinguish  Science  from  mere  Knowledge  ; — 
A Science  (1)  Collects  facts  and  laws  which  are  intellectually 
related  to  each  other ; 

(2)  Explains  those  facts  and  laws  in  an  orderly  way,  i.e., 
the  more  simple  before  the  less  simple,  and  those  first 
which  are  required  for  the  comprehension  of  others  ; 

{3)  Defines  the  terms  which  it  employs  ; 

(4)  Tests  its  facts  and  laws  by  the  best  methods  known  at 

the  time  ; 

(5)  Seeks  to  generalise  as  widely  as  possible. 

Logically,  Science  precedes  Art.  It  is  reasonable  to  first 
i tudy  and  understand  the  subject  matter  with  which  one  has 
10  deal,  before  attempting  to  produce  results  by  active 
interference.  An  Art  may  derive  assistance  from  several 
i sciences.  The  art  of  navigation,  e.;/.,  relies  on  the  sciences 
of  Mathematics,  Astronomy,  Geography,  Ac.  The  Art  of 
rjegislation  or  Government,  of  which  Political  Economy  as 
;in  Art  may  be  regarded  as  a part,  requinss  the  assistance  of 
ihe  Sciences  of  Ethics,  Jurisprudence,  Statistics,  Economics, 

I cc. 

But  historically.  Art  precedes  Science.  The  practical 
necessities  of  life,  the  prompting  to  l>o  something,  have 
occasioned  the  enquiries  whose  immediate  object  is  merely 
1 he  acquisition  of  knowledge.  And  bodies  of  knowledge, 
first  accumulated  with  an  ulterior  practical  purpose,  continue 
10  grow  and  to  be  studied  with  no  such  nfierence.  Such  has 
been  the  history  of  Economics. 

Political  Economy  came  into  existence  as  an  Art.  The 
term  “Economics”  as  originally  used  (c.g.,  XExomox’s 
( h’conomicHs)  was  applied  to  treatises  on  the  prudent  manage- 
1 lent  of  farms  and  domestic  affairs.  Writers,  therefore, 
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who  conceived  that  a monarch  or  statesman  had  the  function 
of  arranging  the  industry  of  his  country  somewhat  as  the 
head  of  a household  -arranges  its  industry,  called  the  Art, 
which  offered  him  guidance  in  the  performance  of  that 
function,  “ Political  ” Economy.  Adam  Smith  thus  states 
this  view  : “ Political  economy,  considered  as  a branch  of 
the  science  of  a statesman  or  legislator,  proposes  two  distinct 
objects  : first,  to  provide  a plentiful  revenue  or  subsistence 
for  the  people,  or,  more  properly,  to  enable  them  to  provide 
such  a revenue  or  subsistence  for  themselves  ; and,  secondly, 
to  supply  the  state  or  commonwealth  with  a revenue  sufficient 
for  the  public  services.  It  proposes  to  enrich  both  the 
people  and  the  sovereign.”  (IE.  of  X.,  iv..  Introduction). 
This,  in  spite  of  the  employment  of  the  word  “science,” 
is  a definition  of  an  Art.  But  in  the  hands  of  x\dam  Smith, 
only  the  second  of  his  two  heads  was  treated  as  an  Art : 
“ As  regards  the  ‘plentiful  revenue  or  subsistence  of  the 
people,’  Adam  Smith,  instead  of  showing  the  statesman  how 
to  provide  it,  has  to  show  him  how  Nature  herself  would 
make  ample  provision  if  only  the  statesman  would  abstain 
from  interfering  with  her  processes  : instead  of  recommending 
laws  (in  the  jurist’s  sense)  by  which  the  national  production 
and  distriluition  of  wealth  oiif/ht  to  be  governed,  he  has  to 
trace  the  laws  (in  the  naturalist’s  sense)  by  which  these 
processes  actually  governed.”  (H.  Sidgwick;  Principles: 
Introduction , Ch.  2). 

Thus  the  bulk  of  the  “ Wealth  of  Nations  ” consists  of  a 
scientific  inquiry  into  the  Production,  Exchange,  and 
Distribution  of  Wealth. 

2. — Relation  to  other  Sciences. — We  are  now  in  a 

position  to  observe  the  relations  of  Political  Economy  to  other 
studies.  As  an  Art  it  is  a branch  of  Politics.  As  a Science 
it  is  a part  of  the  Science  of  Society  or,  as  it  is  sometimes 
called,  Sociology.  Comte  and  others  have  objected  to  sever- 
ing Political  Economy  from  the  rest  of  the  Science  of  Society. 
The  objection  seems  good  as  regards  the  Art.  If  a question 
arises  as  to  practical  steps  within  the  sphere  of  economic 
activity,  it  is  necessary  to  take  into  account  the  wliole  of 
man's  nature  and  everything  which  is  likely  to  affect  the 
desired  results.  But  the  objection  does  not  seem  good  as 
regards  the  Science.  In  Science,  progress  can  only  be  made 
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by  specialisation.  We  can  clearly  tleliniil.  that  portion  of  human 
activity  which  is  economic,  and  the  study  of  it  in  isolation  is 
not  only  possible,  but  is  the  most  highly  developed  portion  of 
the  science  of  Society. 

An  Art  must  as  far  as  possible  take  into  account  everything 
that  may  affect  the  practical  result.  A Science  must  as  far 
as  possible  leave  out  of  account  everything  outside  its  own 
department.  Every  science  is  hypothetical,  i.e.,  it  studies  its 
subject-matter  in  isolation,  whereas,  in  fact,  things  do  not  so 
exist.  The  levers  whose  laws  are  laid  down  in  Mechanics  are 
hypothetical.  They  are,  ejj.,  perfectly  rigid,  but  none  such 
exist  actually.  Hence,  in  applying  scientific  conclusions  to 
practice,  we  have  to  make  allowance  for  disturbing  causes. 
Economics  is  in  this  respect  not  different  from  other  sciences 
whose  laws  are  sometimes  applied  to  practice.  Its  subject- 
matter,  however  (human  conduct),  is  the  most  complex  of  all, 
and  is  correspondingly  difficult  to  reduce  to  formula. 

B. — The  “ Assumptions  ” of  Economics. — To  say 

that  a science  is  hypothetical  is  to  say  that  it  reasons  from  as- 
sumptions. The  more  nearly  those  assumptions  agree  with 
fact,  the  more  nearly  will  the  conclusions  drawn  from  them 
also  agree  with  fact.  Political  economy,  therefore,  “ must 
both  begin  with  observation  and  end  with  observation.”  It 
begins  with  observation  for  the  purpose  of  making  its  “ ori- 
ginal choice  of  premises,”  and  ends  with  observation  “in 
order  to  illustrate,  test,  and  confirm  its  deductive  inferences.” 
(Keynes;  Scope  and  Method  of  Political  Pconamji/. 

The  most  important  assumption  made  in  economics  is  that 
all  economic  activity  is  intelligent  and  competitive,  and  that 
the  agent  is  able  and  willing  to  pursue  his  economic  interests. 

That  this  assumption  very  nearly  corresponds  with  fact, 
at  least  in  the  higher  branches  of  business,  is  proved  by  the 
comparative  success  of  scientific  prediction  in  such  depart- 
ments, particularly  in  the  money-markiit. 

With  regard  to  economic  activity  generally,  while  it  is 
true  that  the  assumption  is  subject  to  many  exceptions  and 
limitations,  still  it  is  true  that  no  oth(u-  assumption  can  be 
made  which  will  more  nearly  correspond  with  fact,  and 
the  correspondence  which  exists  becomes  closer  with  economic 
progress. 

The  proposition  that  all  the  movements  of  industry  depend 
on  price  is  truer  now  than  when  Malthus  laid  it  down. 
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4. — Economic  “ Laws.” — When  we  speak  of  economic 
“ laws  ” we  use  the  latter  w’ord  in  its  scientific  sense.  Such 
a law  is  the  statement  of  a uniformity  Tyhich  is  not  intention- 
ally caiused  by  human  activity.  Under  given  conditions  the 
uniformity  always  exists  as  a tendency  and  produces  its  effect, 
but  is,  in  fact,  combined  wdth  other  tendencies,  and  therefore 
its  effect  may  not  be  directly  observable.  For  instance,  one  of 
the  most  important  of  economic  laws  is  that  Price  tends  to  be 
equal  to  Expense  of  Production  (ix.,  11),  w'hereas  such 
equality  very  seldom  exists  in  fact.  The  theory  of  Differential 
Gain  (xix.,  6)  explains  a large  class  of  apparent  exceptions 
to  the  rule,  and  that  of  the  variations  between  Market  and 
Normal  Values  explains  another.  It  is  always  true,  however, 
that  Price  tevdf!  to  be  equal  to  Expense  of  Production. 


Such  “ laws  ” are  not  to  be  confounded  with  “laws”  in 
the  juristic  sense.  These  are  commands,  or  rules  of  human 
conduct  imposed  and  enforced  by  human  authority.  Scientific 
(including  economic)  laws  are  the  statements  of  observed 
uniformities  not  dependent  on  human  action  designed  to 
produce  them. 


o. — Sketch  of  the  History  of  Political  Economy. 

— (1)  The  Mercautili.sts.  Political  Economy,  an  es.sentially 

modern  study,  first  became  a separate  body  of  doctrine  early 
in  the  modern  period  of  western  history.  The  slavery  of 
antiquity,  or  the  feudalism  of  medijeval  times,  did  not  call 
for  such  a doctrine.  But  in  the  16th  century,  mediievalism 
was  nearing  its  last  gasp,  and  new  methods  of  government 
were  coming  into  use.  Concurrently  there  appeared  a set 
of  theoretic  economic  tendencies  among  wudters  on  politics, 
w’hich  are  collectively  called  “ Mercantilism.”  These  tenden- 
cies have  been  tlms  described  by  J.  K.  Ingram  {Ilidonj  of  Politi- 
cal Kconoiin/),  following  Eoscher  (a  German  economist)  : — 

(1)  “ Towards  over-estimating  the  importance  of  possessing 
a large  amount  of  the  precious  metals  ” ; 

(2)  “ Towards  an  undue  exaltation  (a)  of  foreign  trade  over 
domestic,  and  (//)  of  the  industry  which  works  up 
materials  over  that  which  provides  them  ” ; 

(8)  “ Towards  attaching  too  high  a value  to  a dense  popu- 
lation as  an  element  of  national  strength  ” ; 

(4)  “ Towards  invoking  the  action  of  the  state  in  furthering 
artificially  the  attainment  of  the  several  ends  thus  pro- 
posed as  desirable.” 
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lu  earlier  times,  the  English  government  had  made  many 
direct  efforts  to  bring  gold  and  silver  into  the  country  or 
prevent  them  from  going  out.  The  Mercantilists,  without 
abandoning  the  same  ulterior  aim,  saw  that  importation  of 
the  precious  metals  must  ensue  if  other  goods  are  exported 
to  a greater  value  than  are  imported  (xviii.,  7),  and  they 
therefore  devoted  their  chief  attention  to  the  “ balance  of 
trade  ” (i.r.,  of  imports  and  exports),  styling  the  balance 
“favourable”  or  “unfavourable”  to  a given  country,, 
according  as  it  tends  to  bring  the  precious  metals  into  that 
country,  or  to  take  them  out.  Further,  they  saw'  that  a favour- 
able balance  may  be  promoted,  not  merely  by  indiscriminately 
checking  importation  and  encouraging  exportation,  but  that  in 
some  cases  the  opposite  course  may  be  more  effectual;  r.//., 
by  encouraging  the  importation  of  tools  and  discouraging  the 
exportation  of  raw  material,  they  hoped  to  secure  an  exporta- 
tion of  manufactured  goods  of  high  value.  The  Mercantilist 
policy  is  therefore  sometimes  called  that  of  the  Balance  of  Trade. 
It  wTvS  expounded  in  1615  in  a French  treatise  by  De  ^Yatte- 
ville,  which  is  interesting  as  first  employing  the  title 
“ Political  Economy  ” (“  Traite  de  V Kcononne  Politique  ”)  for 
the  study. 

(2)  The  Phtf.siorrats.  The  princi])les  of  Mercantilism 

were  applied  in  France  in  the  oppressive  system  of  Colbert. 
Out  of  the  reaction  tow'ards  economic  freedom,  which  was 
part  of  the  general  movement  towards  freedom  in  France 
during  the  18th  century,  grew  the  school  and  the  doctrines  of 
the  Physiocrats,  or  “ Economists,”  as  they  called  themselves, 
a group  of  writers,  of  w’hom  the  chief  w'tre  Quesnay  (physician 
to  Louis  XV.),  De  Gournay  and  Turgot.  The  famous  phrase 

lAtissez  faire,  laissez  passer,"  expres.ses  their  doctrine  that 
Government  should  leave  industry  free  to  be  carried  on  as 
each  individual  judges  best  in  his  own  interest.  Such  free- 
dom is  due  by  “natural”  right  (“Nature”  being  regarded 
by  l8th  century  people,  especially  in  F ranee,  as  the  infallible 
guide  to  wisdom),  and  also  tends  to  the  largest  possible 
‘‘ j>roiii(it  net."  This  net  product  is  the  excess  of  the  mass 
of  products  of  the  earth  over  their  cost  of  production. 

Manufactures  and  commerce,  said  thi'.  Physiocrats,  are  not 
truly  productive  : they  transform  and  transport  goods,  but  the 
increased  value  thereby  conferred  only  represents  the  quan- 
tity of  provisions  and  other  materials  consumed  during  the 
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sort  of  land-tax. 


I (3)  The  “ Older  Pnijlish  Economists  " chief  of  W'hom  are 

; Smith,  IMalthus,  and  Kicardo. 

\ Among  the  Mercantilists  we  see  the  beginnings  of  a theory  of 

[j  economics,  in  their  reasonings  as  to  certain  indirect  influences 

'i  on  fhe  production  of  wealth.  The  Physiocrats  shook  them- 

; selves  free  from  the  disturbing  influence  of  the  precious 

metals,  and  advocated  economic  freedom,  though  often  on 
fanciful  grounds.  Adam  Smith  s great  work,  “ The  AVealth 
of  Nations,”  in  1776.  consolidated  the  economic  truths  already 
attained,  corrected  the  physiocra.ts’  error  as  to  the  unproduc- 
^ tiveness  of  manufactures  and  commerce,  advocated  the  “ sys- 

tem of  natural  liberty,”  and  gave  us  the  best  model  for 
economic  enquiry  which  the  world  has  yet  seen.  Since  the 
“ Wealth  of  Nations  ” appeared  it  has  been  impossible  to  de- 
fend Protection  on  purely  economic  grounds,  though  Free 
Trade  was  not  adopted  in  England  until  1846.  In  addition, 

I and  as  part  of  his  argument  for  Freedom  of  Trade,  Smith 

elaborately  expounded  and  illustrated  the  advantages  of  Divi- 
sion of  Labour,  and  the  nature  and  advantages  of  the  use 
of  money. 

The  famous  “ Essay  on  the  Principle  of  Population,”  by 
T.  R.  Malthus,  was  published  in  1798.  and  again,  with  con- 
siderable alterations,  in  1803.  This  principle,  in  the  form  in 
which  it  has  been  found  applicable  to  economics,  becomes 
that  of  the  “ Standard  of  Comfort  ” (xxiii.,  9). 

David  Ricardo  wrote  on  economic  subjects  during  the  first 
quarter  of  the  nineteenth  century.  He  regarded  Political 
Economy  as  “ an  inquiry  into  the  law’s  w’hich  determine  the 
division  of  the  produce  of  industry  amongst  the  classes  who 
concur  in  its  formation,”  rather  than  “an  inquiry  into  the 
nature  and  causes  of  w'ealth.”  It  is  but  natural,  therefore, 
that  while  his  Theory  pf  Value  is  crude  and  incomplete,  he 
contributed  to  Distribution  that  Theory  of  Rent,  which, 
when  generalised,  has  become  the  Theory  of  Differential 
Gain  (xix.,  6).  “Standard  of  Comfort”  and  “Differential 
Gain  ” are  to  Distribution  what  Division  of  Labour  is  to  Pro- 
duction, and  Theory  of  Value  to  Exchange. 

' (4)  Mill  and  His  Successors.  In  1848  appeared  John 


Stuart)  Mill’s  “ Principles  of  Political  Economy  with  some  of 
their  Applications  to  Social  Philosophy.”  It  is  comparable 
with  the  “ Wealth  of  Nations  ” in  its  summing  up  and  sys- 
tematising of  the  results  of  previous  e(;onomic  thought,  but  it 
is  not  comparable  to  that  work  in  power  or  originality.  It 
marks  a period  of  transition.  As  we  have  seen,  the  principal 
theories  of  economic  science  had  been  sketched  out,  and  were 
awaiting  development,  generalisation,  and  co-ordination. 
Mill  did  but  little  in  that  direction,  and  his  greatest  merits 
are  his  literary  style,  his  zeal  for  reform,  his  moral  elevation, 
and  his  belief  in  human  improvement.  We  proceed  to  notice 
some  of  the  points  in  which  his  theoretical  exposition  has 
been  improved  upon.  He  treats  Discribution  before  Value, 
and  does  not  exhibit  the  dependence  of  the  former  on  the 
latter.  He  does  not  draw  the  distinction  between  Capitalist 
and  Employer,  and  therefore  gives  no  distinct  account  of 
Profit.  He  regards  Value  in  internal  trade  as  governed  by 
different  laws  from  those  which  operate  in  international  trade. 
As  to  internal  value,  he  adopts  Ricardo’s  crude  view  that 
value  is  determined  by  Cost  of  Production  (a  phrase  which 
he  uses  ambiguously  both  for  Cost  and  Expense  of  Produc- 
tion). As  to  international  value,  he  saw  that  Cost  of  Pro- 
duction is  insufficient,  and  he  had  to  take  into  account  the 
influence  of  Demand. 

Among  later  writers,  W.  Stanley  Jevons  has  led  the  way  in 
investigating  the  conditions  of  Demand.  To  him  we  owe 
the  Theory  of  Diminishing  Utility  (viii.,  6),  but  he  went  as  far 
in  the  one  direction  as  Ricardo  had  gone  in  the  other,  and  made 
the  futile  attempt  to  found  a Theory  of  Value  on  Demand 
alone.  Subsequent  writers,  especially  Prof.  A.  Marshall, 
have  combined  the  theories  of  Ricardo  and  Jevons  into  a com- 
plete scientific  account  of  Value. 

The  name  of  J.  E.  Cairnes  is  connected  with  the  concep- 
tion of  “ non-competing  groups.”  Mill’s  theory  of  value  in 
internal  trade  assumes  that  a man  will  as  certainlv  find  his 
way  to  that  occupation  which  will  best  repay  his  efforts,  as  a 
bale  of  merchanclise  will  find  its  way  to  the  buyer  who  offers 
the  highest  price.  Cairnes  pointed  out  that  “ what  we  find  in 
effect  is,  not  a whole  population  competing  indiscriminately 
for  all  occupations,  but  a series  of  industrial  layers  super- 
imposed on  one  another,  within  each  of  which  the  various 
candidates  for  employment  possess  a real  and  effective  power  of 
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I selection,  while  those  occupying  the  several  strata  are,  for  all 

purposes  of  effective  competition,  practically  isolated  from 
esich  other”  {Leadin;i  Prindple.s,  1874).  This  conception 
breaks  down  the  distinction  between  internal  and  international 
trade,  in  respect  of  the  determination  of  value.  Finally,  we 
may  note,  as  a remarkable  feature  of  Mill  s economic  thought, 

his  Wage-fund  Theory  (xxiii.,  8). 

We  have  already  distinguished  between  the  Science  and 
the  Art  of  Political  Economy.  W’ithin  the  science  a further 
distinction  is  sometimes  drawn,  viz.,  between  the  Deductive 
and  the  Inductive  Method.  We  have  noticed  that  Political 
Economy  begins  and  ends  wnth  observation.  Such  obser\a- 
tion  and  the  accompanying  logical  processes  constitute  the 
inductive  portions  of  the  science,  while  the  processes  inter- 
mediate to  the  two  sets  of  observations  are  more  or  less 
deductive.  Some  writers  treat  more  fully  of  the  inductive, 
others  of  the  deductive  portions  of  the  science.  Ricardo  is 
the  typical  deductive  economist.  German  writers  have 
especially  cultivated  a wide  observation  of  economic  facts, 
and  therefore  the  “historical”  economists  are  sometimes 
spoken  of  as  the  “German”  School,  while  the  leading  de- 
ductive writers  are  called  the  “ English  School  of  econo- 
mists. The  “National  ” writers  on  Political  Economy  consider 
that  it  is  impossible  or  futile  to  attempt  to  frame  general 
economic  truths,  and  that  all  that  it  is  possible  or  desirable 
to  attempt  is  that  each  nation  should  study  its  own  economic 
interests  and  policy,  inasmuch  as  these  will  necessarily  differ 
from  those  of  other  nations.  Such  writers  therefore  can 
hardly  regard  Political  Economy  as  a Science. 


QUESTIONS  AND  NOTES. 

1.  Continuity.— Oh]ects  and  events  present  themselves  to  our  obser- 
vation in  unlimited  variety,  and  therefore  not  in  definitely  marked 
series  or  degrees.  Prof.  A.  Marshall  uses  the  phrase  “Principle 
of  Continuity"’”  to  indicate  this  fact.  Naturn  non  facit  saltum  (a 
phrase,  taken  by  Prof.  Marshall  as  the  motto  of  his  “Principles”). 
But  for  purposes  of  study  we  are  obliged  to  reduce  this  bewildering 
variety  and  “continuity”  to  order  and  limits.  }f  e must  make  classes, 
though  Nature  do  not.  The  following  passage  will  explain  and 
illustrate  Prof.  Marshall’s  view  Another  application  of  the  prin- 
ciple of  Continuity  is  to  the  use  of  terms.  There  has  always  been 
a temptation  to  classify  economic  goods  in  clearly  defined  groups, 
about  which  a number  of  short  and  sharp  propositions  could  be  made, 
to  gratify  at  once  the  student’s  desire  for  logical  precision,  and  the 
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popular  liking  for  dogmas  that  have  the  air  of  being  profound  and  yet 
easily  handled.  But  great  mischief  .seems  to  have  been  done  by  yielding 
to  this  temptation,  and  drawing  broad  artihcial  lines  of  division  where 
Nature  has  made  none.  The  more  simple  iind  absolute  an  economic 
doctrine  is,  the  greater  will  be  the  confusion  which  it  brings  into  attempts 
to  apply  economic  doctrines  to  practice,  if  the  dividing  line.s  to  which  it 
refers  cannot  be  found  in  real  life.  There  is  not  in  real  life  a clear  line 
of  division  between  things  that  are  and  are  not  Capital,  or  that  are  and 
are  not  necessaries,  or  again  between  labour  that  is  and  is  not  Produc- 
tive.” ( “ Principles,”  vol.  1 : Preface  to  1st  Edition).  The  present  book 
may  appear  obnoxious  to  Prof.  Marshall's  condemnation.  In  defence 
of  the  practice  of  attempting  to  define  terms,  it  may  be  .submitted,  in 
addition  to  what  has  been  said  above,  that  (1)  For  scientific  purposes 
it  is  necessary  to  study  in  isolation  things  wh^ch  nevertheless  cannot  so 
exist.  We  cannot  always  make  the  order  of  study  follow  the  order  of 
Nature.  The  remark  that  “ there  is  not  in  real  life  a clear  line  of 
division  between  things  that  are  and  are  not  C!apital,”  is  not  to  the  point. 
If  we  are  to  use  the  term  “ capital”  intelligibly,  we  must  agree  how  to 
use  it,  and  such  agreement  ipso  facto  draws  a clear  line  of  division 
between  Capital  and  not  capital,  whether  there  is  one  in  “real  life”  or 
not.  The  only  possible  question  is — how  can  we  use  the  term  “ capital  ” 
to  best  advantage?  (2)  Scientific  knowledge  cannot  be  assisted  by  confused, 
rather  than  by  clear,  thought.  To  think  clearly,  we  must  use  terms 
with  precision,  and  if  we  can  use  terms  with  precision  we  are  able  to 
define  them.  (3)  This  does  not  imply  that  having  once  defined  a term 
we  can  never  afterwards  use  it  in  a different  sense.  The  same  term 
may  sometimes  be  usefully  employed  in  different  meanings,  but  only 
on  condition  that  notice  be  given  of  the  change  from  one  to  another, 
either  by  express  definition  or  by  the  context. 

2.  Distinguish  between  Ethics,  Politics,  Economics,  and  discuss  the 

question,  “ Should  economics  be  studied  independently  of  Ethics  and 
Politics?”  {Cert.). 

It  may  briefly  be  said  that  Ethics  is  the  science  of  the  conduct  of  man 
to  man  ; Politics  is  the  science  of  the  conducl  of  man  to  State,  State  to 
man,  or  State  to  State  ; Economies  deals  with  the  same  subject  matter 
as  Ethics  and  Politics,  but  is  distinguisheil  by  its  point  of  view,  or 
guiding  notion.  In  Ethics  the  guiding  notion  is  Virtue,  in  Polities  it  is 
Power,  and  in  Economics  it  is  Wealth,  h’or  the  latter  part  of  the 
question  see  ii.,  2. 

3.  Give  illustrations  of  the  statement  that  Political  Economy  is 

involved  with  other  liranches  of  social  science  in  most  practical  questions 
of  trade.  {Cert.). 

4.  Point  out  briefly  what  is  the  subject  matter  of  Political  Economy, 

and  on  what  ultimate  facts  of  nature,  and  human  nature,  economical 
laws  depend.  {Cert.). 

“ The  desires,  passions,  and  propensities  wliich  influence  mankind  in 
the  pursuit  of  wealth  are  almost  infinite  ; yet  among  these  there  are 
some  principles  of  so  marked  and  paramount  a character  as  both  to 
admit  of  being  ascertained,  and,  when  ascertained,  to  afford  the  data 
for  determining  the  most  important  laws  of  the  production  and  distribu- 
tion of  wealth,  in  so  far  as  the.se  laws  are  affected  by  mental  causes. 
To  possess  himself  of  these  is  the  first  business^  of  the  political  economist ; 
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he  has  then  to  take  account  of  some  leading  physiological  facts  connected 
with  human  nature;  and,  lastly,  to  ascertain  the  principal  physical  char- 
acteristics of  those  natural  agents  of  production  on  which  human  industry 
is  exercised.  Thus  he  will  consider,  as  being  included  among  the  para- 
mount mental  principles  to  which  I have  alluded,  the  general  desire  for 
physical  well-being,  and  for  wealth  as  the  means  of  obtaining  it ; the 
intellectual  power  of  judging  of  the  efficacy  of  means  to  an  end,  along 
with  the  inclination  to  reach  our  ends  by  the  easiest  and  shortest  means 
—mental  facts  from  which  results  the  desire  to  obtain  wealth  at  the 
least  possible  sacrifice  ; he  will  further  duly  weigh  those  propensities 
which,  in  conjunction  with  the  physiological  conditions  of  the  human 
frame,  determine  the  laws  of  population  ; and,  lastly,  he  will  take  into 
account  the  physical  qualities  of  the  soil,  and  of  those  other  natural 
agents  on  which  the  labour  and  ingenuity  of  man  are  employed.  These 
facts,  whether  mental  or  physical,  he  will  consider,  not  with  a view  to 
explain  them,  but  as  the  data  of  his  reasoning,  as  leading  causes  affecting 
the  production  and  distribution  of  wealth.”  (J.  E.  C.\ihne.s,  Liaiical 
Method  of  Political  Evoiiciiii/'’  [1888], pp.  56-7). 

5.  “ The  laws  of  science  are  of  precisely  the  same  force  in  great 

things  as  in  small.”  Show,  by  a few  familiar  examples,  how  this  prin- 
ciple might  be  used  in  economical  teaching.  {Cert.). 

The  Law  of  Diminishing  Utility  may  be  illustrated  by  such  familiar 
examples  as  eating,  playing,  etc."  The  Law  of  Diminishing  Beturn 
may  be  illustrated  by  the  diminution  in  quantity  and  quality  of  work 
where  there  is  over  pressure. 

t).  What  is  the  sulqect  matter  of  the  science  of  Political  Economy? 
Show  by  means  of  examples  how  economic  laws  differ  in  character  from 
statutory  laws. 

7.  What  do  you  understand  by  the  “historical  method”  of  econo- 

mics ? To  what  extent  has  the  progress  of  economic  science  been 
assisted  or  retiirded  by  the  application  of  such  a method  to  economic 
study?  {A.S.  ot  'la.vc.'^). 

8.  Give  an  account  of  the  chief  economic  writings  of  any  two  of  the 
following  Turgot,  Bieardo,  J.  S.  Mill,  Jevons,  and  estimate  their  im- 
portance in  the  development  of  economic  science.  {A.S.  of  Ta.re.'<). 

9.  Adam  Smith  has  been  called  “ the  parent  of  modern  economics.” 

Examine  into  the  correctness  of  this  description.  In  what  sense  and  to 
what  extent  is  there  a “modern  ” science  of  Political  Economy,  and  how 
far  may  the  origin  of  that  science  be  traced  to  the  economic  teaching  of 
the  “ Wealth  of  Nations.”  (d.N.  qt  Ta.cc.<). 

10.  What  economic  doctrines  or  developments  are  connected  with 
the  names  of  A.  Smith,  Bieardo,  Malthus,  and  J.  S.  Mill?  [Cert.). 

11.  Name  some  of  the  leading  points  in  which  the  science  of  Political 
Economy  has  been  modified  since  the  work  of  A.  Smith  was  first  written. 

{Cert.). 

12.  Political  Economy  has  been  called  a “ theory  of  business:”  state 

the  characteristics  of  the  science  which  justify  the  title.  Bring  out  the 
nature  of  its  investigations,  the  matter  of  its  inquiry,  and  the  special 
character  of  the  principles  obtained.  (B.Z.,  Frel.). 

13.  Explain  the  respective  uses  of  Theory  and  Observation  in 
practical  economic  inquiries.  “ If  we  can  obtain  a sufficient  number 
of  Facts,  the  Theories  may  safely  be  left  to  take  care  of  themselves.” 
Examine  this  statement,  giving  practical  illustrations.  {P-P,  Frel.). 
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PRODUCTION 


CHAPTER  III. 

GENERAL  CONDITIONS. 

1.— “Production”  and  “ productive  ” in  Economics  refer 
to  the  production  of  wealth,  "When  the  notion  of  wealth  is 
restricted  to  gold  and  silver,  the  notion  of  production  is 
similarly  restricted.  The  Mercantilists  (ii.,  5)  seem  to  havo 
thought  that  the  productiveness  of  foreign  trade  was  to  be 
measuied  by  the  quantity  of  the  precious  metals  which  it 
brought  into  the  country.  The  Physiocrats  took  a wider 
\ie\\  of  wealth,  but  held  the  opinion  that  manufacture  and 
trade  are  unproductive,  and  that  the  only  activity  which  is- 
truly  productive  of  wealth  is  that  which  is  employed  in  the 
cultivation  or  working  of  the  land,  Adam  Smith  and  J.  S. 
AIill  enlarged  the  Physiocratic  conception  of  productive 
activity,  but  still  confined  it  to  that  which  produces  material 
commodities.  But  Services  may  be  commodities  (i.,  2)  and 

therefore  we  must  regard  their  production  as  a production 
of  wealth. 

Strictly,  “ to  produce  ” means  to  produce  in  a market  and 
a “producer”  therefore  is  one  who  offers  a commodity  for 
sale.  The  labourer  produces  his  services,  the  capitalist  pro- 
duces his  loan,  the  employer  produces  the  goods  which  he 
sends  to  market.  There  are  as  many  instances  of  production 
as  there  are  of  exchange.  The  moment  of  exchange  is  the 
close  of  the  period  of  the  production  of  the  exchanged  com- 
modit} , and  the  commencement  of  the  period  of  its  consump- 
tion. ^ This  consumption,  if  productive  (viii.,  2),  will  itself  be 
a period  of  production,  the  commodity  going  forward  to 
another  exchange  either  in  the  same  or  an  altered  form.  The 
nailniaker  produces  nails  which  are  consumed  by  the  carpenter 
in  order  to  produce  doors  which  consist  in  part  of  the  nails^ 
The  retailer  consumes  large  parcels  of  goods  in  order  to 
produce  the  same  goods,  in  smaller  parcels,  suitable  for  his 
customers  consumption.  But  we  may  conveniently  use  the 
word  “producer  generally  for  any  person  who  contributes  to 
production  , i.e  , as  including  labourers,  landowners,  capita- 
lists, and  employers : and  cognate  words  will  as  a rule  have 
a similarly  wide  signification. 


PRODUCTION GENERAL  CONDITIONS. 


17 


2. — The  Requisites  or  Agents  of  Production. 

— In  order  that  a commodity  may  be  offered  for  sale,  one  and 
the  only  indispensable  requisite  is  Labour. 

In  the  case  where  the  commodity  is  human  Service  there 
is  no  other  requisite.  A strolling  singer,  for  the  promise  of 
a coin,  will  exert  himself,  and  so  produce  the  Service  which 
he  sells  to  his  hearers.  If  the  commodity  be  a material  thing 
— a wild  flower,  for  example — some  labour  is  necessary,  and 
in  addition  “ appropriate  natural  objects  ” (J.  S.  Mill),  which 
we  call  land  (v.,  1).  If  the  material  commodity  be  one 
whose  production  requires  operations  of  any  appreciable  dura- 
tion or  complexity,  there  is  needed  further  the  assistance  of 
Capital  (vi.,  1).  A wild  flower  may  be  “produced”  in  the 
economic  sense,  by  merely  plucking  it  and  offering  it  for  sale 
to  the  passer-by.  But  the  production  of  a cultivated  flower 
calls,  in  addition,  for  tools,  however  primitive,  and  for  a 
period  of  waiting. 

We  distinguish  a fourth  requisite  in  the  case  of  production 
on  the  scale  of  complexity  which  obtains  in  modern  advanced 
communities.  Long  before  a commodity  can  be  put  upon  the 
market,  information  must  be  obtained,  skill  must  be  developed, 
plans  matured,  and  responsibilities  undertaken.  There  is 
Risk  of  loss,  and  the  willingness  to  incur  that  risk,  which  we 
call  Enterprise,  is  totally  distinct  from  either  of  the  three 
other  pre-requisites  of  production. 

The  requisites  of  production  have  been  stated  rather  differ- 
ently at  different  periods  of  economic  study.  The  Physiocrats 
emphasised  the  importance  of  Land,  with  a tendency  to  state 
economic  laws  as  laws  of  (non-human)  nature.  Adam  Smith 
emphasised  the  importance  of  Labour,  and  established  Poli- 
tical Economy  as  a “ moral  ” science  (meaning  by  “ moral  ” 
a science  of  human  voluntary  conduct,  not  necessarily  the 
science  of  ri<iht  conduct,  which  is  called  Morals  or  Ethics). 
•I.  S.  Mill  emphasised  the  importance  of  Capital. 

Cairnes  stated  the  requisites  of  Production  as  Labour, 
Abstinence,  Risk.  This  enumeration  is  unduly  restricted,  since 
it  omits  the  “appropriate  natural  objects,”  which  we  have 
seen  to  be  required  for  the  production  of  material  commodities. 
“ Abstinence  ” covers  the  personal  sacrifice  made  by  Land- 
owner  and  Capitalist. 

Professor  ^larshall  states  the  requisites  of  production  as 
Land,  Labour,  Capital,  and  Organisation.  “Organisation,” 
however,  seems  too  vague  to  be  a very  useful  notion. 
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w 


18 


POLITICAL  KCONOMY. 


8. — Cost  and  Expense  of  Production. — A dis- 
tinction is  sometimes  drawn  between  Cost  of  Production  and 
Expense  of  Production. 

The  Cost  of  Production  of  a commodity  is  taken  to  mean 
the  total  amount  of  efforts,  abstinences  and  risks  required  for 
its  production.  It  is  to  be  observed  that  we  cannot  reduce 
efforts  or  abstinences  or  risks  to  any  common  denomination,  and 
therefore  cannot  compare  any  two  costs  ” of  production  as 
to  quantity.  Which  effort  is  the  greater,  that  of  extracting  a 
tooth,  or  that  of  carrying  a hod  of  bricks  up  a twenty-foot 
ladder  ? The  question  is  inept.  We  cannot  even  predicate 
equality  or  inequality  between  the  efforts  with  which  two 
men  lift  the  same  weight.  To  lift  a hundred-weight  is  child’s 
play  to  one,  impossible  to  another. 

The  only  conceivable  way  of  measuring  cost  of  production 
is  by  the  price  of  the  efforts  and  abstinences  and  risks  involved. 
But  then  we  are  comparing  not  cost  but  twjiense  of  production. 
It  will  generally  be  found  that  when  economists  speak  of 
“ cost  of  production  ” they  mean  “ expense.” 

The  Expense  of  Production  of  a commodity  is  the  sum  of 
the  prices  that  must  be  paid  by  a producer  of  such  commodity 
before  he  can  put  it  on  the  market,  plus  the  quasi-price  of  the 
risk  of  loss  that  he  himself  incurs,  in  so  doing. 

We  may  now  repeat  our  diagram  (i.,  3)  in  a more  de- 
veloped form — 
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Under  the  head  of  Production  we  study  the  Cost  of  Pro- 
duction, i.e.,  the  efforts  and  sacrifices  that  must  be  made  and 
the  risks  that  must  be  run  in  order  that  wealth  may  be  pro- 
duced. Expense  of  Production,  i.e.^  the  remuneration  of 
such  efforts  and  sacrifices  and  risks  is  studied  under  the  head 
of  Distribution. 


4. — Maximum  EfRciency. — The  various  agents  of 
production  may  exercise  their  productive  activity  with  greater 
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or  less  intensity.  An  acre  of  land,  for  instance,  may  be  made 
to  yield  a greater  or  smaller  product ; a labourer  or  a machine 
may  do  more  or  less  work  per  hour,  per  day,  per  year  ; not  of 
course  without  limit,  but  within  bounds  which  vary  with  parti- 
cular circumstances.  It  will  usually,  perhaps  always,  happen, 
that  in  any  given  case  there  is  a degree  of  intensity,  less  than 
the  highest  possible,  which  may  be  called  the  point  of  maximum 
efficiency,  such  that  if  the  intensity  of  the  activity  in  ques- 
tion be  either  increased  or  diminished,  the  output  will  bear  a 
smaller  proportion  to  the  energy  employed  to  produce  it. 
Simple  hypothetical  illustrations  wdll  make  this  plain. 

(1)  Suppose  the  point  of  maximum  efficiency  in  cultivating 
wheat  be  represented  by  4 men  and  4 horses  per  acre.  Then 
2 men  and  2 horses  per  acre  will  produce  less  than  half  the 
W’heat  that  wall  be  produced  by  4 men  and  4 horses,  while 
8 men  and  8 horses  will  produce  less  than  double. 

(2)  If  1 cwt.  of  coal  per  hour  represents  the  point  of  maxi- 
mum efficiency  in  working  a locomotive  engine,  then  2 cwt. 
per  hour  will  increase  the  speed  but  to  less  than  double, 
while  A cwt.  per  hour  will  reduce  the  speed  to  less  than  half. 

(3)  Suppose  that  9 hours’  w^ork  per  day  gives  a labourer’s 
maximum  efficiency.  Then  in  hours  he  will  do  less  than  | 
as  much  work,  and  in  18  he  will  do  less  than  twice  as  much” 
as  in  9 hours. 

This  tendency  of  the  agents  of  production  is  called  the 
Law  of  Increasing  Return,  where  output  is  being  increased 
up  to  the  point  of  maximum  efficiency,  and  the  La\v  of  Dimi- 
nishing Return  Avhere  output  is  being  increased  beyond  that 
point.  Prof.  Marshall  speaks  of  a law  of  Constant  Return  in 
the  case  of  production  under  such  circumstances  that  the 
output,  whatever  its  amount,  bears  the  same  proportion  to 
the  energy  directed  to  its  production.  The  law  applies  wLere 
the  production  of  a commodity  has  two  stages,  in  one  of  which 
Increasing  Return  operates,  in  the  other  Diminishing  Return, 
in  such  a manner  as  to  neutralise  each  other.  It  is  evident 
that  examples  of  Constant  Return  will  be  hard  to  find. 

5. — Agriculture  and  Manufactures. — Much  con- 
fusion exists  in  text-books  in  consequence  of  applying  to  the 
case  of  land  a treatment  different  from  that  given  to  Capital 
and  Labour.  It  is  sometimes  said  that  in  agriculture  the  Law 
of  Diminishing  Return  applies,  whereas  the  Law  of  Increasing 
Return  applies  to  Manufactures.  The  same  notion  is  thus  ex- 
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pressed  by  Prof.  Marshall  {Pn')u-ij>les,  iv.,  13)  : “ While  the 
part  which  nature  plays  in  production  shows  a tendency  to 
diminishing  return,  the  part  which  man  plays  shows  a 
tendency  to  increasing  return.”  H it  a reference  to  our 
examples  given  above,  whose  general  accuracy  everyone’s 
observation  will  justify,  shows  that  the  application  of  the 
Laws  of  Return  to  each  of  the  three  Agents  of  Production  is 
the  same,  pnivuied  ijou  make  the  same  einulitions.  As  to  Land, 
you  suppose  the  same  field,  the  same  mode  of  cultivation,  and 
if,  as  to  Labour,  you  suppose  the  same  labourer  and  the 
same  mode  of  working ; and  as  to  Capital,  the  same  capital 
and  the  same  way  of  using  it  ; but  in  each  case  an  increase 
of  the  other  agents  of  production  : you  get  the  same  result 
as  in  the  case  of  land. 

Me  may  state  the  Laws  of  Return  thus: — Supposing  that 
no  change  takes  place  in  the  methods  of  production  : then  if 
(1)  with  the  same  quantity  of  Land,  we  employ  increasing 
quantities  of  Labour  and  Capital ; or  (2)  with  the  same  quan- 
tity of  Labour  we  employ  increasing  (juantities  of  Land  and 
Capital;  or  (3)  with  the  same  quantity  of  Capital  we  employ 
increasing  quantities  of  Land  and  Labour  : then  in  each  case, 
if  we  commence  with  very  small  quantities  of  the  variable 
agents,  we  get  an  output  which  increases  at  a greater  rate 
than  those  variable  agents  up  to  a certain  point,  but 
beyond  that  point  increases  at  a less  rate  than  those 
variable  agents,  and  beyond  further  points  will  cease  to 
increase  and  begin  to  decrease.  “ Constantly  increased 
irrigation  would  convert  the  land  into  a swamp,  instead 
of  indefinitely  adding  to  its  fertility.  Nor  can  abundant 
sowing  be  of  any  use  when  it  reaches  such  a point  that 
the  plants  stand  so  closely  together  as  to  interfere  with 
their  proper  development”  (Roscher,  l^riueiples  [trams. j , i., 
sec.  34,  n.). 

The  real  distinction  between  agriculture  (or  more  broadly, 
the  production  of  raw  materials)  and  manufactures,  lies  in 
the  fact  that  improvements  in  methods  of  production  are  more 
easily  applied  in  the  latter  than  in  the  former. 

“The  efficiency  of  human  labour  in  the  production  of 
wheat  may  have  increased  six-fold  since  the  days  of  the 
Odyssey  ; the  efficiency  of  labour  in  converting  that  wheat 
into  bread,  as  M.  Chevalier  computes  it,  has  been  multiplied 
one  hundred  and  forty-four  times.  The  efticiency  of  labour 
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in  producing  wool  may  have  increased  four-fold  in  this  long 
period,  but  many  living  men  have  seen  the  efficiency  of  labour 
in  rendering  wool  into  cloth  multiplied  fifty-fold.”  (F.  AValker, 
Waijes  Question  [1886] , 99). 

If  the  output  of  a manufacture  be  increased,  it  is  almost 
always  possible  to  introduce  some  improvement  which  will 
increase  the  quantity  of  the  product,  not  only  absolutely,  but 
also  in  proportion  to  the  energy  expended.  The  increased 
proportional  return  is  due  to  the  adoption  of  improved 
methods.  \\  hen  improvements  can  be  made  in  agricultural 
methods  we  get  similar  results. 

An  industry  may  be  said  to  be  in  a condition  of  Increasing 
Return  when  its  output  is  below  the  point  of  maximum 
efficiency.  This  implies  that  although  it  could  put  a larger 
quantity  on  the  market  than  it  actually  does,  at  a lower 
expense  of  production,  yet  the  increase  in  the  supply  would 
depress  price  so  much  that  even  at  the  lower  expense  of 
production,  total  profit  would  be  less  than  on  the  smaller  out- 
put at  the  higher  expense  of  production  and  higher  price 
(ix.,  10). 

i\Iany  manufactures  could  increase  their  output  with  a 
reduction  of  cost  per  unit  if  demand  were  greater. 

This  means  that  either  their  present  methods  are  worked 
under  conditions  of  Increasing  Return,  or  that  there  are 
known  improvements  whose  adoption  the  anticipated  demand 
is  too  small  to  justify. 

M'e  may  use  the  term  Increasing  Efficiency  to  denote  that 
condition  of  industry  in  which  an  increase  of  output  will 
probably  be  attended  with  such  economies  and  improvements 
that  the  larger  product  will  cost  less  per  unit  than  the  smaller. 

But  it  must  be  remembered  that  the  expression  “ Increasing 
Return  ” is  usually  employed  for  this  notion. 

QUESTIONS  AND  NOTES. 

1.  Land,  Labour  and  Capital  have  been  called  the  three  requisites  of 

production.  Explain  this  statement,  and  offer  any  criticism  upon  it 
you  may  think  desirable.  (Cert.) 

2.  State  the  economical  Law  of  Diminishing  Returns,  and  point  out 
any  exceptions  to  its  validity  with  which  you  are  acquainted.  {Cert.) 

8.  State  and  explain  ‘'the  law  of  diminishing  returns  in  agricul- 
ture” (Cert.) 

4.  Carefully  explain  the  meaning  of  the  terms  Diminishing  and 
Increasing  Return,  as  used  in  economic  science.  “ Increasing  return  is 
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the  law  of  the  human  element  in  production,  diminishing  return  of  the 
element  supplied  by  nature."  Explain  and  discuss  this,  giving  illustra- 
tions. (B.L,  Prel.) 

5.  Explain  what  is  meant  by  Increasing  Eeturn.  “ The  unit  of  pro- 
duction in  which  the  maximum  economy  arises  must  obviously  vary 
with  the  elements  of  various  industries.  In  some  it  is  small,  in  others 
[ large.”  Explain  and  illustrate.  Point  out  any  cases  in  which  the 

. ' actual  unit  of  production  seems  to  you  to  be  larger  or  smaller  than  the 

^ unit  of  maximum  economy.  {B. I.,  Prel.) 


CHAPTER  IV. 

LABOUR. 

1. — Double  Aspect  of  Labour. — Labour  maybe con- 
sicleretl  from  the  point  of  view  either  of  the  labourer  or  of  the 
economic  result.  On  the  part  of  the  labourer,  it  is  human 
effort,  whether  of  mind  or  body.  The  economic  result  is 
physical  movement.  Mental  labour  only  produces  economic 
effects  when  it  causes  physical  movements.  The  labour  of 
the  poet  directs  the  movements  which  print  or  write  his  com- 
positions ; that  of  the  architect  directs  the  movements  which 
draw  his  designs  and  guide  the  artificers  who  rear  the 
building.  Bodily  labour  can  do  nothing,  directly,  but  move 
^ objects;  “ nature,  working  within,  does  the  rest  ” (Bacon) . 

; The  agriculturist  moves  seeds  into  situations  favourable  for 

"rowth.  The  industrial  chemist  moves  substances  into 

o 

, positions  which  permit  their  mutual  reactions.  At  every 

step  the  co-operation  of  “ nature  ” is  absolutely  necessary. 

[ The  watchmaker  is  as  dependent  on  mechanical  laws  of 

nature  as  is  the  agriculturist  on  biological.  We  must  not 
' I imagine  that  “ nature  *’  renders  more  assistance  to  one  occu- 

pation than  to  another. 

If  we  endeavour  to  classify  Labour,  the  system  we  shall 
adopt  Avill  depend  upon  the  point  of  view  chosen,  and  this 
will  depend  upon  the  purpose  of  the  classification.  From  the 
point  of  view  of  effort,  we  naturally  classify  Labourers,  and 
this  is  the  classification  which  is  necessary  in  questions  of 
Distribution.  From  the  point  of  view  of  the  result,  we  study 
the  functions  which  are  discharged,  rather  than  the  persons 
who  discharge  them.  ^Ye  therefore  classify  Labour,  and  this 
is  the  arrangement  which  is  suitable  for  questions  of  Produc- 
tion. As  an  example  of  the  distinction  between  classifying 
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Labourers  and  classifying  their  Labour,  we  may  refer  to  what 
is  called  the  Labour  of  Superintendence.  As  Labour,  this  is 
the  same  whether  it  be  performed  by  the  Employer  or  by  a 
paid  manager  or  overseer,  and  therefore  in  questions  of 
Production,  we  need  not  inquire  whether  the  labourer  be  the 
one  or  the  other. 

But  the  Wages  of  Superintendence  of  the  Employer  are 
only  assimilated  to  those  of  the  Manager  as  a result  of 
economic  analysis.  The  Employer  himself  reckons  them  in 
with  his  Profit,  and  his  economic  character  is  determined  by 
his  receipt  of  Profit,  not  of  Wages  of  Superintendence. 
Employer  and  Manager  belong  to  different  economic  classes 
of  persons,  and  therefore,  in  questions  of  Distribution,  they 
have  to  be  distinguished. 

2.  — “ Labour  is  not  creative  of  Objects,  but  of 
Utilities”  (J.  S Mill)  — It  is 'obvious  that  labour  cannot 
create  matter.  It  can  only  move  it.  as  we  have  seen,  and  by 
■SO  doing  render  it  more  useful  to  mankind.  Labour  thus 
creates  Utilities.  Rough  logs  of  wood  will  hardly  serve  the 
purposes  of  a table  But  the  labour  of  the  joiner  confers 
upon  the  wood  that  utility  which  the  word  “ table  ” implies, 
a power  of ' .satisfying  a human  want,  of  giving  pleasure 
or  preventing  pain,  which  assists  the  table  to  obtain  a Price 
in  the  market. 

3. — Classes  of  Utilities. — Mill  has  thus  classified 
Utilities  : — 

(1)  “ Fixed  or  embodied  in  an  outward  object”;  such  as 

that  created  by  the  labour  of  a table-maker. 

(2)  Fixed  or  embodied  in  a human  being,  r.//.,  the  skill 
developed  in  an  apprentice  by  his  master’s  teaching. 

(3)  Not  embodied  in  any  permanent  form.  Such  are  the 

Utilities  created  by  the  labours  of  public  singers  and 
dancers. 


4._Pi^oductive  and  Unproductive  Labour. — 

Labour  may  be  classed  as  productive  or  unproductive  according 
as  the  utility  which  it  creates  is  or  is  not  intended  to  give  value 
to  some  commodity.  Much  effort  is  expended  without  refer- 
ence to  the  creation  of  value,  “ labours  of  love”  of  all 


kinds,  and  the  exertion  involved  in  dressing,  eating,  walking, 


and  amusing  oneself. 
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J.  S.  restricts  the  term  “productive”  to  those  forms 
of  labour  which  create  utilities  fixed  and  embodied  in  outward 
objects.  But  we  have  seen  that  Services  as  well  as  material 
objects  may  be  commodities,  and  there  seems  to  be  no  reason 
why  labour  which  creates  services  which  are  intended  to  be 
exchanged  should  not  be  called  productive.  The  labour  of  a 
public  singer  produces  a service  which  the  singer  exchanges 
for  his  fee.  The  service  is  a commodity,  it  has- value,  and 
therefore  the  effort  which  calls  it  into  existence  is  productive 
labour. 

The  distinction  which  Mill  suggests  by  the  terms  “ pro- 
ductive ” and  “unproductive”  labour  seems  best  referred 
to  the  department  of  Consumption.  When  Labour  has  created 
Utility,  the  commodity  in  which  such  Utility  is  embodied  may 
be  consumed  either  productively  or  unproductively  (viii.,  2). 

5. — Classes  of  Labour.  — Substantially  following 
J.  S.  Mill,  we  may  classify  as  follows  the  human  activities 
which  must  have  been  exerted  in  order  to  produce  material 
commodities : — 

(«)  Labour  expended  directly  on  such  commodities,  as  the 
labour  of  the  bootmaker,  joiner,  etc.,  spent  upon  boots,  tables, 
etc. 

(/>)  Labour  employed  indirectly  towards  the  production  of 
such  commodities  : — 

(1)  Labour  employed  in  producing  subsistence  to  support 

subsequent  labour.  While  the  bootmaker  is  at  work 
he  must  be  fed,  clothed,  and  housed  ; and  labour  must 
have  been  previously  expended  that  this  may  be  done. 

(2)  Labour  involved  in  producing  materials,  as  leather 

for  the  bootmaker,  boards  for  the  joiner,  etc. 

(8)  Labour  involved  in  producing  implements,  as  knives, 
awls,  saws,  lathes,  etc. 

(4)  Labour  employed  in  protecting  labourers.  This  will 

include  the  whole  machinery  of  the  State  : soldiers, 
judges,  statesmen,  etc. 

(5)  Labour  employed  in  transport  and  exchange,  including 

that  of  sailors,  merchants,  dealers,  bankers,  etc.  The 
claim  of  bankers  to  be  included,  though  perhaps  not 
apparent  at  first  sight,  is  a good  one,  since  they  are 
dealers  in  money  (xv.,  1),  which  is  the  medium  of 
exchange  (x.,  5),  and  exchange  is  the  means  Avhereby 
commodities  pass  from  producer  to  consumer. 
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(6)  Labour  which  relates  to  human  beings,  as  that  of  the 
surgeon,  teacher,  inventor,  superintendent. 


6.— Classes  of  Labourers. — J.  S.  Mill  distinguishes 


four  grades  ; — 

(1)  The  liberal  professions. 

(2)  Highly  skilled  manual  labourers. 

(8)  Less  highly  skilled  manual  labourers. 

(4)  Unskilled  labourers. 

A person  who  has  been  brought  up  in  either  of  these  classes 
wull  usually  remain  all  his  life  in  that  class,  although  better 
remuneration  were  to  be  had  in  another,  and  as  a rule  his 
children  will  be  brought  up  in  the  same  class.  But  move- 
ment from  class  to  class  is  easier  now  than  it  has  ever  been 
hitherto,  and  will  probably  become  still  easier  with  the  pro- 
gress of  society  in  intelligence,  morality,  and  information. 

The  following  classification,  given  by  F.  M alker,  is  of 
persons,  not  functions,  and  is  made  with  reference  to  the 
inode  in  which  the  labourer  is  remunerated.  It  therefore 


refers  to  Distribution  rather  than  Production. 

(1)  Employers,  in  so  far  as  they  themselves  work  in  their 
business. 


(2)  The  “ cottar  ” or  “ ryot  ” or  “ metayer”  (v.,  2),  who 
is  really  a partner  with  the  landowner. 

(8)  Domestic  servants,  public  singers,  soldiers,  and  others, 
whose  services  are  consumed  unproductively. 

(4)  Labourers  whose  services  are  sold  for  productive  con- 
sumption. These  form  the  “ wage-earning”  class. 


7.— Industrial  Efficiency. — There  may  be  a great 
demand  for  labour  at  the  same  time  that  a multitude  of  people 
are  vainly  seeking  employment.  The  real  demand  is  not 
merely  for  labour,  but  it  is  for  trained,  intelligent,  efficient 
labour.  F.  Walker  thus  classifies  the  causes  of  differences 
in  industrial  efficiency  ; — 

(f)  Peculiarities  of  stock  and  breeding.  “In  the  same 
quarry  at  Boimieres,  in  which  Frenchmen,  Irishmen,  and 
Englishmen  were  employed  side  by  side,  the  Frenchmen 
received  three,  the  Irishmen  four,  and  the  Englishmen  six 
francs  a day.  At  those  different  rates,  the  Englishman  was 
found  to  be  the  most  advantageous  workman  of  the  three  ” 
(Brassey,  Work  and  Tr</gr.s). 

(2)  Quality  and  quantity  of  food  and  clothing.  There  is 


2G 


POLITICAL  ECONOMY. 


here  a point  of  maximum  efficiency,  analogous  to  that  dis- 
cussed in  Chap,  iii.  Underfed  labourers  cannot  do  good  work. 
Nothing  is  more  injurious  to  society  economically  than  to  pay 
wages  which  are  so  low  as  not  to  permit  the  labourer  to  obtain 
sufficient  food  to  develop  his  greatest  strength  and  skill. 
Under  such  circumstances  the  labourer  is  not  worth  more  than 
he  gets  simply  because  he  is  not  paid  more  Greed  and 
stupidity  on  the  part  of  the  employer,  and  those  circumstances 
which  impede  effective  bargaining  on  the  part  of  the  labourer 
(xxiii.,  5),  often  prevent  the  employer  himself  from  making 
greater  profits  than  he  actually  does,  and  also  prevent  the 
labourer  from  living  a vigorous,  reasonable  life. 

(3)  Sanitary  conditions.  These,  by  affecting  the  general 
health,  affect  the  labourer’s  efficiency. 

(4)  General  intelligence,  which,  as  it  increases,  diminishes 
the  difficulty  of  instruction,  reduces  the  necessity  for  super- 
intendence, lessens  waste  of  time  and  material,  and  enables 
delicate  and  intricate  machinery  to  be  employed.  The  enforce- 
ment by  the  State  of  universal  elementary  education  may  be 
expected  to  promote  the  general  intelligence  of  the  people, 
and  thus  to  increase  the  industrial  efficiency  of  labourers, 

(5)  Technical  education  and  industrial  environment. 

Technical,  industrial  and  commercial  education  differ  from 
general  education  in  that  they  are  undertaken  primarily 
for  the  sake  of  Production,  whereas  general  education,  though 
it  promotes  industrial  efficiency,  is  not  undertaken  primarily 
for  that  purpose.  The  services  which  are  involved  in  technical 
education  may  therefore  be  consumed  productively. 

If  an  employer  gives  technical  education  to  his  staff’,  the 
cost  of  it  is  part  of  the  expense  of  production  of  his  com- 
modity. W here  such  education  is  given  at  the  expense  of  the 
labourer  himself  or  his  parents,  such  expense  resembles 
investments.  The  cost  is  “ sunk  ” in  rendering  the  labourer 
a more  efficient  instrument  of  production.  But  technical 
education  is  apt  to  be  very  inefficiently  administered  when 
left  to  employer  or  labourer,  [a)  The  employer  cannot  be 
sure  of  receiving  the  return  to  his  outlay.  His  trained 
labourer  may  leave  his  employment,  {h)  The  labourer  him- 
self and  his  parents  cannot  or  will  not  usually  aff’ord  the 
expense.  Hence  State  intervention  seems  to  be  called  for. 

In  a country  where  industry  is  highly  organised  and  highly 
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efficient,  imitation  and  emulation  evoke  powers  which 
otherwise  could  not  have  been  developed.  In  the  case  of 
“ localised  ” industries,  a predi.sposition  to  acquire  the  appro- 
priate technical  skill  becomes  hereditary  in  the  district. 

(6)  Moral  causes  : cheerfulness  and  hopefulness  in  labour^ 

growing  out  of  self-respect  and  social  ambition,  and  the 
labourer’s  personal  interest  in  the  result  of  his  work’' 
(F.  'Walker,  Tt  Question,  72).  Slave-labour  is  notoriously 
inefficient. 

QUESTIONS  AND  NOTES. 

1.  Distinguish  the  various  classes  of  labourers  required  before  any 

article  of  food,  such  as  coffee  or  sugar,  can  be  brought  to  the  consumers’ 
breakfast  table.  (Cert.) 

2.  State  and  briefly  explain  the  conditions  on  which  the  efficiency  of 

human  labour  depends.  {Cert.) 

8.  How  may  a good  system  of  National  Education,  both  general  and 
technical,  be  expected  to  increase  the  efficiency  of  labour  ? 

(Cert.) 

4.  How  is  the  productiveness  of  labour  likely  to  be  affected  by  the 
industrial  classes  receiving  both  a better  general,  and  a better  technical, 
education?  {Cert.) 

•5.  Discuss  the  meaning  of  the  wovA  productive,  as  aiiplied  to  labour 
engaged  in  Agriculture  and  in  Commerce  respectively.  {L.C.C.  Senr.). 

See  Chap.  3,  for  the  meaning  of  “ productive  ” in  economics,  and  the 
views  of  the  Physiocrats.  See  Chap.  4,  for  “ productive  labour.” 

The  question  raises  the  distinction  between  quantity  and  value  of 
output. 

0.  Indicate  the  chief  causes  which  influence  the  efficiency  of  the 
individual  labourer  in  the  production  of  wealth.  Discuss  the  use  of 
the  words  “ necessaries,”  “ productive,”  in  Political  Economy.  {Cert.) 


CHAPTER  V. 

LAND. 

1. — The  word  Land  is  used  in  economics  in  a technical 
sen.se,  to  denote  wealth  which  is  not  itself  the  product  of  indus- 
try. It  is  wider  than  “land ” in  the  ordinary  sense  of  that  term, 
since  it  would  include  a fishery,  if  held  as  private  property.  It 
is  narrower  than  “ gifts  of  nature  ” or  “ appropriate  natural 
objects”  (J.  S.  Mill),  since  sunshine,  fresh  air,  Ac.,  which 
are  included  in  these  notions,  but  are  not  subject  to  owner- 
ship, and  therefore  are  not  wealth,  are  excluded.  The  dis- 
tinction between  Land  and  Capital  is  this — that  the  latter  is, 
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while  the  former  is  not,  itself  the  product  of  industry.  The 
cultivated  fields  of  England  owe  their  valuable  qualities  in 
large  measure  to  the  labour  which  has  been  expended  on  them 
in  past  times.  We  may  therefore  in  thought  make  a distinc- 
tion  ^between  the  “ natural  and  indestructible  powers  of  the 
soil  (Ricardo),  such  as  situation,  light  and  air,  together 
with  its  original  mechanical  and  chemical  properties,  and  call 
these  “ land,”  and  the  powers  which  are  due  to  past  industry, 

and  call  these  “ capital.  Rut  the  distinction  seems  useless 
(xx.,  1 ; XX.,  10). 

Forms  of  Tonuro. — In  economic  theory  it  is 
generally  assumed  that  land  is  held  in  the  manner  which  is 
u s u a 1^  in  I j n Q 1 a n d , m.,  owned  by  the  “ landlord,”  and  let  out 
by  him  at  a “ rent  ’ to  the  “ tenant  ” who  employs  it,  to- 
gether with  hired  labour  and  (in  part)  borrowed  capital.  It 
is  further  assumed  that  landlord  and  tenant  each  make  the 
best  bargain  they  can,  and  that  there  is  free  competition 
among  landlords  and  tenants  respectively.  This  latter  as- 
sumption is  more  nearly  realised  in  North  America  than  in 
England,  where  custom  and  sentiment  generally  make  the 
terms  on  which  farmers  hold  agricultural  land  easier  than 
they  would  be  if  regulated  by  economic  forces  alone.  But  in 
respect  of  land  used  for  buildings  and  manufactures,  the  as- 
sumption corresponds  fairly  well  with  fact.  In  Ireland,  until 
recently,  sentiment  and  improvidence  on  the  one  hand,  and 
on  the  other  the  fact  that  the  bulk  of  the  better  class  of  land- 
owners  lived  abroad  (“absentee  landlords”)  had  the  opposite 
effect  of  making  rents  higher  than  their  true  economic  level, 
with  consequent  suffering  and  discontimt.  Since  1881  it  has 
been  found  necessary  to  get  rents  in  Ireland  adjusted  by  state 
officials. 

Land  is,  however,  in  many  cases  held  under  other  condi- 
tions than  those  of  landlord  owner  and  tenant  farmer. 

In  Belgium,  France,  and  elsewhere,  there  are  large  num- 
bers of  “ peasant  proprietors,”  each  owning  and  cultivating 
a plot  no  larger  than  can  be  managed  by  hiniself  and  his 
family. 

Over  large  tracts  of  the  earth’s  surface  cultivation  is  car- 
ried on  by  peasants  who  pay  for  the  use  of  the  land  in  other 
ways  than  by  a bargained  money-rent.  Such  “ peasant 
rents  ” may  be  thus  classified  : — 
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(1)  “ Serf  ” or  “ Labour”  rents.  The  tenant  pays  for  his 
holding  by  rendering  an  agreed  quantity  of  work  to  his  lord. 

(2)  Metayer- rents.  The  landowner  provides  the  land  and 
the  bulk  of  the  capital ; the  cultivator  provides  small  working 
implements  and  the  labour,  and  hands  over  to  the  landowner 
a customary  proportion  of  the  produce,  usually  a half.  The 
system  is  very  usual  in  Italy,  Portugal,  the  countries  along 
the  Danube,  Russia,  and  France.  It  prevents  disputes,  being 
really  a partnership  between  the  landoAvner  and  the  culti- 
vator ; but  it  stands  in  the  way  of  progress,  neither  party 
being  willing  to  make  improvements,  of  whose  benefit  he  is 
only  to  get  half. 

(8)  Ryot  rents.  The  cultivator  is  the  owner  of  the  land, 
subject  to  the  payment  of  a proportion  of  the  produce  to  the 
Government.  Such  a rent  is  much  the  same  as  a land  tax. 
This  system  largely  prevails  in  India. 

(4)  Cottier  rents.  “ Cottier  ” originally  meant  a sub- 
tenant who  rented  a cottage  and  an  acre  or  two  of  land  from 
a small  farmer  ; but  it  has  come  to  include  all  peasant  farmers. 

8.— Large  and  Small  Holdings. — The  chief  eco- 
nomic distinctions  between  these  various  forms  of  land- 
tenure  depend  on — 

(1)  Whether  the  terms  on  which  the  employer  holds  the 
land  are  determined  by  Custom  or  Bargain  and  Competition  ; 

(2)  Whether  the  “ large”  or  the  “ small  ” system  of  culti- 
vation is  pursued. 

(1)  A customary  rent  resembles  a land-tax,  and  the  custo- 
mary tenant  resembles  a proprietor.  In  the  case  of  small 
holdings  the  “ magic  of  property  ” is  strongly  in  favour  of 
the  employer  being  also  the  landowner.  “ Give  a man  the 
secure  possession  of  a bleak  rock,  and  he  will  turn  it  into  a 
garden  ; give  him  a nine  years’  lease  of  a garden,  and  he  will 
convert  it  into  a desert.”  (A.  Young.)  But  where  land  is 
employed  in  large  parcels  (the  “ large  ” system),  it  seems  best 
that  the  employer  should  hire  the  land  from  the  owner.  In 
this  case  the  employer  uses  his  own  capital  in  cultivation, 
the  owner  usually  making  permanent  improvements.  But 
where  the  owner  is  also  the  employer,  he  regards  the  land 
itself  as  his  capital,  and  he  cultivates  with  borrowed  capital, 
the  interest  on  which  is  more  oppressive  than  the  rent  which 
he  would  have  to  pay  were  he  not  owner. 

(2)  The  advantages  of  the  large  system  are  most  apparent 
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in  the  cultivation  of  wheat  and  forage.  They  consist  in 
greater  economy  of  effort,  inter  alia  by  the  employment  of 
machinery,  and  in  the  more  ready  adoption  and  invention  of 
improvements.  The  small  system  seems  the  more  suitable 
to  crops  which  require  much  and  minute  attention.  It  gene- 
rally gives  a greater  gross,  though  perhaps  a smaller  net,  pro- 
duce than  the  large  system.  The  advantages  of  peasant  pro- 
prietorship on  which  stress  is  chiefly  laid  are  social  and 
moral:  independence,  manliness,  industry,  limitation  of 
population.  Per  contra,  it  is  said  that  frequently  peasant 
proprietors  work  too  hard,  and  deny  themselves  tno  much,  and 
thus  pay  for  the  improvement  of  the  earth  by  the  deteriora- 
tion of  its  owner.  In  some  cases,  peasant  proprietors  on  the 
Continent  of  Europe  have  been  found  worse  off  than  English 
agricultural  labourers  ; while  limitation  of  population  is  a 
doubtful  gain  (xxiii.,  11). 

QUESTIONS  AND  NOTES. 

1.  Discuss  the  advantages  of  small  portions  of  land  held  in  freehold 

by  peasant  proprietors.  {Cert.) 

“ Freehold  ” is  the  most  unrestricted  form  of  ownership. 

2.  What  are  the  chief  forms  of  land  tenure  which  obtain  in  Europe  '! 
Comment  briefly  on  two  of  them  from  the  economical  standpoint. 

(Cert.) 


CHAPTER  VI. 

CAPIT.AL. 

1.  — Capital  is  wealth  which  has  been  produced  by  past 
industry  and  is  destined  to  assist  in  the  production  of  wealth, 
or,  in  other  words,  is  devoted  to  Productive  Consumption 
(viii.,  2). 

“ Whatever  things  are  destined  to  supply  productive  labour 
with  its  various  pre-requisites  are  Capital  ” (J.  S.  Mill). 
Whether  wealth  is  or  is  not  capital  thus  depends  on  the 
intention  of  the  person  who  has  control  of  it.  For  some 
purposes  it  may  be  necessary  to  disregard  such  intention,  and 
to  treat  all  wealth  as  capital  which  is  capable  of  being  so 
employed. 

2.  — Functions. — Capital  enables  production  to  be  carried 
on  by  processes  which  ultimately  economise  effort,  but  require 
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Time  and  Contrivance  and  Organisation.  The  savage  plucks 
up  a root  and  devours  it  on  the  spot.  The  modern  English- 
man feeds  more  economically  on  Avheat  which  grows  thousands 
of  miles  away  from  his  home,  and  is  carried  to  him  in  ships, 
which  take  many  months  to  build,  and  over  railways,  which 
tens  of  thousands  of  men  laboured  many  years  to  construct. 
It  is  Capital  which  enables  such  a result  to  be  attained. 

Historically,  the  functions  of  capital  in  assisting  production 
seem  to  have  followed  some  such  order  of  development  as  the 
following,  which  has  been  traced  by  Prof.  Ashley  in  the  cloth 
trade : — 

(1)  Seekimj  markets.  Up  to  the  14th  century,  each  weaver 

had  to  find  customers  for  the  cloth  that  he  made.  But 
in  the  middle  of  that  century,  there  appears  a cla.ss  of 
“ drapers,”  who  bought  cloth  from  the  weavers  and 
supplied  it  to  customers  in  distant  markets. 

(2)  Onjanisation.  As  early  as  in  Tudor  times,  in  .some 
parts  of  England,  the  whole  manufacture  was  arranged 
by  master-*'  clothiers,”  who  provided  the  wool  and 
employed  carders,  spinners,  weavers,  dyers,  fullers,  c*i:c 

(3)  SuppUjiiuj  Imjilements.  From  the  first  the  master- 

clothiers  owned  looms,  fulling-mills,  and  gig-mills. 

About  the  middle  of  the  1 8th  century  began  the  great  .series 
of  inventions  which  revolutionised  industry,  and  gave  capital 
the  preponderant  importance  which  is  reflected  in  the  writings 
of  economists  for  a century  onwards. 

3. — Kinds  of  Capital. — Capital  may  be  classified  in 
various  ways,  according  to  the  purpose  of  the  classification. 

Fixed  and  Circulating.  Circulating  capital  fulfils  the  whole 
of  its  office  in  the  production  in  which  it  is  engaged  by  a 
single  use.  AVages  and  materials  may  be  given  as  examples. 
That  portion  of  his  capital  which  an  employer  devotes  to  the 
payment  of  a week’s  wages  cannot  again  serve  him  as  capital. 
The  raw  cotton  which  is  spun,  or  the  fuel  which  is  burnt,  can 
only  once  be  employed  in  that  particular  way.  Fixed  capital, 
on  the  other  hand,  is  capable  of  fulfilling  its  office  in  the 
production  in  which  it  is  engaged  more  than  once.  It  includes 
buildings,  machinery,  tools. 

Sunk  and  Floating.  Capital  is  said  to  be  “ sunk  ” when 
it  has  assumed  a form  which  cannot  be  changed.  For 
example,  expense  which  has  been  incurred  in  draining  land 
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is  “ sunk.”  It  cannot  be  recovered.  But,  of  course,  its 
results  may  amply  compensate  for  the  sacrifice. 

Capital  is  said  to  be  “ floating”  when  it  is  ready  to  take 
any  desired  form.  Money  is  the  typical  example. 

Mill  describes  sunk  capital  as  “ rendered  permanently  in- 
capable of  being  applied  to  the  maintenance  and  remuneration 
of  labour.” 

Willingness  to  sink  capital  indicates — 

(1)  Security  of  property  ; 

(2)  Activity  of  industrial  enterprise  ; 

(3)  High  standard  of  the  “ effective  desire  of  accumulation ; ” 

which  are  features  of  a society  rapidly  progressive  in 
its  amount  of  capital. 


Remuneratory  and  Auxiliary.  Eemuneratory,  or  wage, 
capital,  is  that  which  the  employer  devotes  to  the  remunera- 
tion of  labour,  Auxiliary  capital  including  all  other  forms, 
such  as  materials,  tools,  &c.  If  a labourer  have  the  use  of  a 


house  rent-free  as  part  of  his  wages,  the  hou.se  is  Remunera- 
tory  Fixed  Capital. 

A rapid  conversion  of  floating  into  sunk  capital,  on  a large 
scale,  may  injure  labourers  by  reducing  the  available  supply 
of  Remuneratory  Capital.  Such  was  the  effect  of  the  large 
construction  of  railways  in  this  country  in  the  year  1847, 
But  such  conversion  is  always  made  in  view  of  increased 
returns,  whose  ultimate  effect  is  to  increa.se  the  supply  of 
remuneratory  capital. 

The  proportion  of  remuneratory  to  auxiliary  capital  depends 
on — 

(1)  The  nature  of  the  particular  business.  A merchant 

needs  a smaller  proportion  of  remuneratory  capital 
than  does  a manufacturer. 

(2)  The  state  of  the  arts.  New  inventions  usually  require  a 

higher  proportion  of  auxiliary  capital. 

(3)  The  relative  cost  of  capital  and  labour.  An  employer 

often  has  a choice,  within  limits,  of  employing  various 
proportions  of  capital  and  labour  for  the  production  of 
the  same  goods.  He  may  have  sewing  done  by  hand  or 
by  machine,  &c.,in  the  former  case  paying  more  wages, 
in  the  latter,  more  interest  on  the  larger  fixed  auxiliary 
capital  employed.  Thus  there  is  a kind  of  competition 
between  capital  and  labour.  See  further,  note  12  infra. 

Specialised  and  Non-specialised.  Some  forms  of  capital  can 
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be  adapted  to  any  or  several  trades,  and  are  therefore  called 
Non-specialised.  Other  forms  can  be  diverted  from  a particu- 
lar trade  only  with  difficulty,  or  not  at  all.  These  are  called 
Specialised.  An  ordinary  retail  shop  is  non-specialised  ; it 
will  serve  with  slight  alterations  for  many  trades.  A cold- 
storage  warehouse  is  specialised  : there  are  few'  kinds  of  goods 
that  need  such  accommodation.  Specialisation  of  capital 
may  cause  irregularity  of  employment,  since  in  case  of  slack- 
ness of  the  trade  for  which  it  is  designed,  specialised  capital 
cannot  be  used  for  other  purposes. 

4.  — Capital  and  Labour. — It  is  sometimes  said  that 
the  capital  of  a community  may  be  classified  under  the  three 
heads  : Subsistence,  Tools,  Materials. 

Tools  and  Materials,  again,  may  be  looked  on  as  representa- 
tive of  Subsistence.  That  is,  they  represent  the  food  con- 
sumed by  the  labourers  who  produced  them,  during  the  period 
of  production.  Thus,  Capital  is  regarded  as  a kind  of  preserved 
Labour.  But  it  may  be  doubted  whether  this  view’  has  much 
to  recommend  it.  The  laws  to  which  Capital  conforms  are 
different  from  those  governing  Labour. 

5. — Capital  and  Money. — “ Capital  ” and  “ Money  ” 
are  often  used  synonymously.  In  order  to  compare  the  terms, 
w’e  must  remember  that  money  is  w'ealth  (x.,  6),  that  wealth 
devoted  to  productive  consumption  (consumption  in  the  case 
of  money  being  the  spending  of  it)  is  capital,  and  that,  there- 
fore, money  is  capital  if  it  is  employed  for  the  purpose  of 
producing  w’ealth,  and  not  otherwise. 

We  may  notice  some  causes  of  confusion.  Profits  are  made 
w'hen,  and  not  as  a rule  until,  a product  is  sold.  The  price 
which  is  received  replaces  the  capital  consumed  in  the  pro- 
duction. Again,  w’hen  capital  is  lent  or  returned,  it  generally 
takes  the  form  of  money  at  the  moment  of  transfer. 

It  is  therefore  very  natural  to  speak  of  “ money  ” and 
“capital”  interchangeably.  But  w'e  must  not  forget  that 
there  are  many  other  forms  of  capital  beside  money  ; and  also 
that  money  when  consumed  {i.e.,  spent),  for  the  purpose  of 
obtaining  satisfaction  direct,  and  not  for  the  purpose  of  pro- 
ducing wealth,  is  not  capital. 

Money  as  Capital  is  Circulating  (since  it  fulfils  its  office  by 
being  exchanged  aw'ay,  not  by  being  kept,  as  a rule),  either 
Remuneratory  or  Auxiliary,  Non-specialised,  and  Floating. 

c 
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6. — Mill’s  Propositions. — J.  S.  Mill  lays  down  the 
following  four  “ fundamental  propositions  respecting  Capital 

(1)  Industry  is  limited  by  Capital. 

(2)  Capital  is  the  result  of  saving. 

(3)  All  Capital  is  consumed. 

(4)  Demand  for  commodities  is  not  demand  for  labour. 

(1)  In  the  latter  part  of  the  18th  and  the  early  part  of  the 
19th  century,  England  was  maintaining  wars  which  consumed 
vast  quantities  of  wealth  unproductively  ; at  the  same  time 
the  knowledge  and  use  of  machinery  and  the  “ large  system  ” 
of  production  were  rapidly  extending.  Supply  of  capital  was 
not  keeping  pace  with  demand,  and  interest,  therefore,  rose  to 
a great  height.  The  advantages  of  Capital  were  so  keenly 
felt  that  they  were  strongly  emphasised  by  economists. 

To-day  there  is  an  ample  supply  of  capital  and  a low  rate 
of  interest.  Few  otherwise  hopeful  schemes  of  production 
have  to  be  abandoned  on  account  of  lack  of  capital  in  the 
community.  On  the  contrary,  it  is  unproductive  consumption 
that  now  needs  stimulating  and  refining. 

We  find  in  England  on  the  whole  a greater  eagerness  to 
produce  and  save  than  to  enjoy  and  consume  wealth. 

Economists  were  taught  by  the  experience  of  last  century 
that  “industry  is  limited  by  capital,”  for  they  saw  how  the 
expansion  of  industry  was  hampered  by  the  continual  drafting 
off  of  wealth  for  unproductive  consumption. 

Whether  Mill’s  dictum  that  “ increase  of  capital  gives 
increased  employment  to  labour  without  assignable  bounds” 
is  equally  accurate,  is  more  doubtful.  We  shall  see  (viii.,  4) 
that  expansion  of  production  needs  to  be  supported  by 
expansion  of  unproductive  consumption,  which  does  not 
necessarily  take  place  at  the  same  time. 

(2  & 3)  Capital  is  saved  in  the  sense  that  it  is  not  consumed 
unproductively.  It  is,  however,  consumed  (viii.,  I).  A dis- 
tinction may  be  drawn  between  saving  and  hoarding.  Hoarded 
wealth  is  not  capital.  The  miser’s  gold  does  not  assist  pro- 
duction. But  if  he  deposit  it  in  a bank,  the  bank  will  employ 
part  of  it  productively,  and  therefore  as  capital. 

It  has  been  said  that  there  is  not  a nail  in  all  England 
which  cannot  directly  or  indirectly  be  traced  back  to  savings 
made  before  the  Norman  Conquest  (Senior). 

(4)  The  proposition,  “ demand  for  commodities  is  not 
demand  for  labour,”  seems  either  a truism  or  a paradox.  If 
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we  include  Services  among  Commodities,  then  some  cases  of 
demand  for  commodities  are  cases  of  demand  for  labour. 
But  if  we  exclude  Services  from  Commodities,  as  Mill  does, 
then  it  appears  that  literally  the  proposition  is  true,  but  a 
truism.  The  statement  must  be  understood  thus— that  if 
demand  for  commodities  (excluding  services)  increases,  it 
does  not  necessarily  follow  that  demand  for  labour  will  also 
increase. 

This  proposition  is  true,  although  at  first  it  looks  paradoxi- 
cal. It  w’ould  appear  that  if  demand  for  commodities  increases, 
demand  for  labour  must  also  increase  for  the  purpose  of  pro- 
ducing such  commodities.  If  the  demand  for  pictures  should 
increase,  more  labour  will  in  consequence  be  expended  on  the 
production  of  pictures.  But  the  extra  money  spent  on  pictures 
would  have  been  spent,  if  not  on  pictures,  then  on  something 
else,  and  to  the  same  extent  to  which  it  encourages  picture- 
labour,  it  does  not  give  the  encouragement  which  it  otherwise 
would  do  to  other  kinds  of  labour. 

Mill’s  real  object  in  laying  down  the  proposition  seems  to 
have  been  to  distinguish  between  the  effects  of  a demand  for 
commodities  for  productive,  and  those  of  a demand  for  com- 
modities for  unproductive,  consumption.  As  to  the  latter, 
the  proposition  is  true  ; as  to  the  former,  it  is  false. 

(a)  The  productive  consumption  of  commodities  always 
involves  labour,  and  therefore  if  demand  for  commodities  for 
such  consumption  should  increase,  there  must  be  a corres- 
ponding increase  in  the  demand  for  labour.  If  a builder 
increases  his  purchases  of  bricks  and  timber,  he  must  at  the 
same  time  increase  his  wages-bill  to  pay  the  bricklayers  and 
carpenters,  whose  services  are  necessary  for  turning  the  bricks 
and  boards  to  account.  The  immediate  result  may  be  diff’erent 
where  the  commodity  in  question  is  a “ labour-saving  ” 
machine.  But  even  in  that  case,  the  ultimate  result  is  usually 
an  increase  in  the  demand  for  labour. 

(b)  No  such  consequence  is  necessary  in  the  case  of  an 
increased  demand  for.  commodities  for  unproductive  consump- 
tion. If  a man  increases  his  outlay  on  pictures  or  velvets  or 
wines,  he  needs  no  hired  labour  to  assist  him  in  consuming 
those  articles. 

It  would  seem,  therefore,  that  Mill’s  proposition  should  be 

limited  to  commodities  intended  for  unproductive  consump- 
•tion. 
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7.— Growth  of  Capital. — “The  fund  from  which 
saving  can  be  made  is  the  surplus  of  the  produce  of  labour 
[(fee.]  after  supplying  the  necessaries  of  life  to  all  concerned 
in  the  production  (including  those  employed  in  replacing  the- 
materials,  and  keeping  the  Fixed  Capital  in  repair).  More- 
than  this  surplus  cannot  be  saved  under  any  circumstances. 
As  much  as  this,  though  it  never  is  saved,  always  might  be. 
This  surplus  is  the  fund  from  which  the  enjoyments,  as  dis- 
tinguished from  the  necessaries  of  the  producers,  are  provided 
it  is  the  fund  from  which  all  are  subsisted,  who  are  not  them- 
selves engaged  in  production,  and  from  which  all  additions 
are  made  to  capital.  It  is  the  real  net  produce  of  the 
country.”  (J.  S.  Mill,!.,  11,  § 1). 

The  amount  of  wealth  that  is  saved  depends  on  (1)  the 
power,  (2)  the  will,  to  save. 

(1)  The  power  of  saving  depends  on  the  efficiency  of  in- 
dustry. During  the  greater  part  of  the  world’s  history  the 
rent  of  land  has  been  the  chief  source  of  saving.  In  most 
countries,  except  England,  greater  surplus  incomes  are  de- 
rived from  rent  than  from  interest  or  profit,  and  landowners 
are  numerous  and  thrifty.  In  England  the  wages  of  manual 
labour  contribute  an  increasing  amount  to  capital.  Deposits 
in  Savings  Banks  amounted,  in  1830,  to  12|- millions,  in  1888 
to  88^  milions.  The  net  assets  of  Building  Societies  in  the 
United  Kingdom  were  25 j millions  in  1874,  38  millions  in 
1888.  A large  proportion  of  these  amounts  has  been  saved 
from  wages. 

A high  rate  of  interest  encourages  accumulation,  and  pro- 
vides a fund  for  further  saving.  The  same  may  be  said  of 
high  wages,  but  a greater  proportion  of  interest  is  saved  than 
of  wages. 

(2)  The  will  to  save  depends  on  temperament  more  than  on 
rate  of  interest.  It  is  aftected  by  the  following  circumstances  : 

(а)  Foresight. 

(б)  Security. 

(c)  Timidity  and  tendency  to  expense.  A timid  or  dull 
nature  is  less  tempted  to  unproductive  consumption 
than  one  that  is  bolder  or  more  susceptible. 

{(I)  The  social  estimation  and  political  power  of  wealth. 

Tenacity  of  habit  of  work.  This  is  strong  in  the  English 
race,  and  causes  production  in  many  cases  to  be  carried 
on  far  in  excess  of  the  desire  for  unproductive  con- 
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sumption,  and  independently  of  it.  F.  Walker  thinks 
it  an  absurdity  to  suppose  “ that  men  will  labour  to 
produce  that  which  they  have  not  the  desire  to  con- 
sume.” But  we  frequently  find  men  actually  doing 
so  (viii.,  5). 

(/)  Means  of  investment.  The  spread  of  banking,  in- 
cluding the  Post  Office  Savings  Bank,  of  Building  and 
Friendly  Societies,  of  joint  stock  enterprise,  of  Co-opera- 
tive Stores  selling  goods  at  market  price  and  returning 
a portion  of  their  profits  to  customers  as  “ bonus  ” 
(“  saving  under  chloroform  ”)  has  greatly  promoted 
saving  among  classes  who,  without  special  facilities, 
would  not  practise  thrift  at  all. 

Where  the  effective  desire  of  accumulation  is  low,  there  are 
needed — 

(1)  Better  Government; 

(2)  Improvement  in  the  intelligence  of  the  people  ; 

(3)  The  introduction  of  foreign  arts  to  stimulate  desires. 

The  total  wealth  of  England  and  the  United  Kingdom  has 

been  estimated  at  various  periods  as  follows: — i660:  250 
millions  (England  and  Wales)  ; 1774  : 1,100  millions  (E.  & 
AY.)  ; 1812  : 2,190  millions  (United  Kingdom)  ; 1840  : 4,100 
millions  (U.K.)  ; 1865  : 6,113  millions  (U.K.)  ; 1875  : 8,548 
millions  (U.K.) ; 1885  : 10,037  millions  (U.K.),  The  figures 
for  1865,  1875  and  1885  include  the  capitalised  value  of 
farmers’  profits  and  incomes  derived  from  trades  and  pro- 
fessions. To  eliminate  these  items,  some  1000  millions 
should  be  deducted  from  the  figures  for  1885. 

— Consequences  of  Large  Capital. — The  ac- 
cumulation of  capital  on  a large  scale  has  important  conse- 
quences, not  only  economic,  but  also  social  and  political. 

(1)  Continuity  of  employment  is  favoured,  since  there  is 
usually  considerable  loss  involved  in  a cessation  of  work  in  an 
establishment  employing  a large  capital.  There  are  furnaces 
such  that  ITOjOOO  is  sacrificed  by  letting  one  go  out  of  blast. 

(2)  Investment  and  insurance,  of  a kind  which  is  not 
possible  unless  capital  is  ample  and  dealings  in  it  well-organised, 
diminish  the  uncertainty  and  anxiety  of  life. 

(3)  Production  on  the  large  system  socialises  labour  and 
necessitates  rule  and  discipline.  Character  is  thus  made 
steadier  and  firmer. 

On  the  other  hand,  the  control  of  large  masses  of  capital 
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gives  a power  which  Socialists  believe  is  not  fit  to  be  in  the 
hands  of  private  persons,  and  which  all  are  agreed  needs 
regulation  by  the  state  in  at  least  some  cases.  Its  abuses 
are — 

(1)  Exploitation  ; the  treatment  of  labourers  as  mere  agents 
of  production,  without  regard  to  their  claims  to  considera- 
tion as  human  beings. 

(2)  The  exaggeration  or  creation  of  fluctuations  in  prices 
and  employment. 

(3)  Large  combinations,  replacing  Competition  by  Monopoly. 

(4)  Unfair  competition,  aiming  at  the  economic  murder  of 
competitors  by  selling,  for  a time,  at  less  than  expenses  of 
production,  so  as  to  drive  others  out  of  the  trade,  and  then 
obtain  compensation  for  temporary  sacrifices  by  monopoly 
prices. 


QUESTIONS  AND  NOTES. 

1.  Define  Capital,  and  indicate  briefly  the  services  rendered  by 

capital  in  production.  (Cert.) 

2.  Give  an  account  of  the  principal  distinctions  drawn  by  Economists 
between  different  kinds  of  capital ; and  illustrate  the  use  made  of  these 

I distinctions  in  economic  theory.  (A.S.  qt  Taxes.) 

3.  Define  capital,  and  explain  the  difference  between  fixed  and  cir- 

culating capital.  In  which  if  either  class  would  you  place  a bicycle, 
(a)  when  in  the  maker’s  workshop,  (h)  when  used  by  a tradesman  in 
delivering  his  goods,  (c)  when  used  for  recreation  ? (Cert.) 

(a)  Circulating,  (h)  Fixed,  (c)  Strictly,  not  capital  at  all,  since  used 
for  unproductive  consumption.  But  since  it  is  wealth  of  a durable 
character  (i.e.,  its  utility  is  not  exhausted  by  a single  use),  it  might  be 
called,  if  we  chose  to  use  the  expression,  “ Consumer’s  Capital.” 

4.  Distinguish  between  Fixed  (or  Auxiliary)  and  Circulating  (or 

1 Remunerating)  Capital ; and  point  out  the  effects,  both  temporary  and 

i permanent,  of  a large  and  rapid  transfer  fi’om  the  latter  to  the  former. 

(Cert.) 

5.  Define  capital.  Distinguish  fixed  and  circulating  capital.  Discuss 
the  statement  that  the  industries  of  a country  are  limited  by  its  capital. 

(Cert.) 

\ G.  “ Trade  is  the  child  of  capital— it  is  quantity  of  capital,  not  extent 

of  market,  that  determines  the  quantity  of  trade.” 

(Jeremy  Bentham,  1793.) 

'■  Consider  this  position,  with  especial  reference  to  the  circumstances 

of  the  time  at  which  it  was  made,  and  to  those  of  the  present  day. 

(B.I.  Brel.) 

7.  Define  Capital.  Describe  precisely  its  functions  in  the  production 
of  wealth,  examine  into  the  main  causes  which  determine  its  increase, 
and  estimate  the  adequacy  of  the  classifications  which  have  been  made 
of  its  varieties  by  different  economic  writers.  (d.S.  of  Taxes.) 
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8.  State  carefully  the  conditions  that  determine  the  growth  of  capital. 

What  methods  may  be  employed  to  measure  the  growth  of  national 
capital  during  a given  period  ? (A.S.  of  Ta.ves.) 

9.  State,  and  classify  carefully,  the  main  conditions  affecting  the 
increase  of  capital. 

How  far  do  you  think  the  prosperity  of  industry  in  this  country  is  now, 
or  has  been  in  former  times,  principally  dependent  on  the  increase  of 
capital.  (B.I.  Brel.) 

10.  Explain  the  term  “ Capital.”  How  do  large  accumulations  of 

capital  affect  the  wages  of  the  labouring  classes  ? (Cert.) 

11.  Siihstitution. — The  competition  between  capital  and  labour  is  a 

special  case  of  a general  principle  thus  described  by  Prof.  Marshall 
(I.  “Principles,”  v.  3).  “ As  far  as  the  knowledge  and  business  enter- 

prise of  the  producers  reach,  they  in  each  case  choose  those  factors  of 
production  which  are  best  for  their  purpose  ; the  sum  of  the  supply  prices 
of  those  factors  which  are  used  is,  as  a rule,  less  than  the  sum  of  the 
supply  prices  of  any  other  set  of  factors  which  could  be  substituted  for 
them  ; and  whenever  it  appears  to  the  producers  that  this  is  notthe  case, 
they  will,  as  a rule,  set  to  work  to  substitute  the  less  expensive  method. 
And  . , . in  a somewhat  similar  way  society  substitutes  one  undertaker 
for  another  who  is  less  efficient  in  proportion  to  his  charges.  We  may 
call  this,  for  convenience  of  reference.  The  jwinciple  of  snhatitution  ” 

12.  ” Consumers”  and  '•'^Consumption”  Capital.— Goods  whose  un- 
productive consumption  extends  over  a considerable  period  of  time— 
as  furniture,  &c. — are  sometimes  called  “ Consumers’  Capital.”  “ Con- 
sumption Capital  ” is  used  in  a different  sense  - 

“ Consumjytion  Capital  consists  of  goods  in  a form  to  satisfy  wants 
directly ; that  is,  goods  which  afford  direct  sustenance  to  the  workers, 
such  as  food,  clothes,  house-room,  Ac.”  (M.vush.vll,  I.  Brinciples,  ii.,  4). 
This  is  included  in  Remuneratory  Capital. 


CHAPTER  VII. 

ORGANIS.ATION  OF  INDUSTRY. 

1.  — Combination  of  Effort. — The  organisation  of 
industry  begins  when  several  men  join  together  to  work,  each 
in  the  same  way  as  the  others,  for  the  purpose  of  accomplish- 
ing a task  beyond  the  strength  of  any  individual. 

2.  — Separation  of  Employments.  — In  very  rude 
societies  it  may  be  possible  for  each  person  to  discharge  the 
same  industrial  functions.  Every  man  may  be  a hunter,  and 
make  his  own  weapons ; or  a shepherd,  each  household 
making  its  own  clothing  and  raising  its  own  food.  But  as 
soon  as  trade  makes  its  appearance,  specialisation  has  com- 
menced. One  man  in  the  village  does  all  the  weaving, 
another  does  all  the  blacksmith’s  work,  another  all  the  car- 
pentering, and  so  on. 
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3— Di  vision  of  Labour: — As  trade  grows,  and  pro- 
ducers work  for  larger  markets,  specialisation  is  carried 
further,  and  is  called  Division  of  Labour.  The  village  black- 
smith no  longer  makes  the  whole  of  his  neighbours’  ironwork  ; 
he  confines  himself  to  doing  repairs  and  making  horseshoes, 
while  other  iron  goods  are  bought  from  large  manufacturers 
If  we  visit  the  establishments  of  these  manufacturers,  we  find 
that  the  iron,  in  passing  from  the  mine  to  the  final  consumer, 
is  handled  by  a thousand  workpeople,  each  doing  some  small 
portion  of  the  work.  Some  tend  the  furnaces,  some  make 
moulds,  some  hammer,  some  file,  some  fit  pieces  together ; 
and  everyone  keeps  constantly  to  the  same  kind  of  work. 

4. — Effects  of  Division  of  Labour. 

(A)  On  Production.  Division  of  labour  increases  effective- 
ness by  the  following  economies  : — 

(1)  Time  is  saved — 

(а)  In  learning,  since  each  worker’s  task  is  simplified  ; 

(б)  In  working,  since  greater  speed  is  attainable,  and 

no  time  is  lost  in  changing  from  one  operation  to 
another. 

{2)  Exertion  is  saved — 

(a)  In  learning ; 

(b)  In  working.  Greater  skill  can  he  acquired  than 
would  be  possible  without  subdivision  of  tasks. 

(c)  Machinery  can  often  be  constructed  to  perform  a 

portion  of  the  productive  process. 

(</)  Women,  children,  and  comparatively  feeble  men 
may  be  employed  for  the  less  burdensome  tasks. 

Adam  Smith  thus  illustrates  these  points : “ To  take  an 
example,  therefore,  from  a very  trifling  manufacture,  but  one 
in  which  the  division  of  labour  has  been  very  often  taken 
notice  of,  the  trade  of  the  pin  maker,  a workman  not  educated 
to  this  business  ('which  the  division  of  labour  has  rendered  a 
distinct  trade),  nor  acquainted  with  the  use  of  the  machinery 
employed  in  it  (to  the  invention  of  which  the  same  division 
of  labour  has  probably  given  occasion),  could  scarce,  perhaps, 
with  his  utmost  industry,  make  one  pin  in  a day,  and  cer- 
tainly could  not  make  twenty.  But,  in  the  way  in  which 
this  business  is  now  carried  on,  not  only  the  whole  work  is  a 
peculiar  trade,  but  it  is  divided  into  a number  of  branches,  of 
which  the  greater  part  are  likewise  peculiar  trades.  One  man 
draws  out  the  wire,  another  straights  it,  a third  cuts  it,  a 
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fourth  points  it,  a fifth  grinds  it  at  the  top  for  receiving  the 
head  : to  make  the  head  requires  two  or  three  distinct  opera- 
tions : to  put  it  on  is  a peculiar  business  ; to  whiten  the  pins 
is  another  ; it  is  even  a trade  by  itself  to  put  them  into  the 
paper ; and  the  important  business  of  making  a pin  is,  in  this 
manner,  divided  into  about  eight  distinct  operations,  which  in 
some  manufactories  are  all  performed  by  distinct  hands  .... 
(I  have  seen  a manufactory  where  ten  men  were  employed, 
who)  could  make  among  them  upwards  of  48,000  pins  in  a 
day.  Each  person,  therefore,  making  a tenth  part  of  48.000 
pins  might  be  considered  as  making  4,800  pins  in  a day  ; but 
if  they  had  all  wrought  separately  and  independently,  and 
without  any  of  them  having  been  educated  to  this  peculiar 
business,  they  certainly  could  not  each  of  them  have  made 
twenty,  perhaps  not  one,  pin  in  a day  ; that  is,  certainly  not 
the  240th,  perhaps  not  the  4,800th,  part  of  what  they  are  at 
present  capable  of  performing,  in  consequence  of  a proper  di- 
vision and  combination  of  their  different  operations  (Tk.  of 

i.,  1). 

(B)  On  the  Labourer. 

(1)  Division  of  labour  relieves  man  of  drudgery  by  permit- 
ting the  employment  of  machinery. 

(2)  It  has  some  tendency  to  monotony  and  narrowness  of 
interest.  Little  that  is  worthy  of  a man  is  involved  in  learn- 
ing and  practising  a very  limited  operation.  But  as  against 
this  there  is  the  tendency  for  such  operations  to  be  performed 
by  machinery. 

(3)  The  construction  and  care  of  machinery  afford  scope 
for  ability. 

(4)  The  use  of  machinery  facilitates  change  of  trade.  A 
man  who  has  been  brought  up  to  the  whole  work  of  a par- 
ticular trade  may  be  thrown  out  of  employment,  and  unable 
to  find  other  work  if  his  trade  should  fall  slack.  But  a man 
who  has  been  used  to  the  machinery  of  one  trade  will  com- 
monly be  able,  with  little  trouble,  to  manage  the  machinery 
•of  another. 

5. — Machinery. — The  employment  of  machinery  is  in 
some  cases  an  effect,  in  others  a cause,  of  division  of  labour. 
When  a man  spends  the  whole  day  making  a few  simple 
movements,  a machine  for  the  sa^ne  purpose  easily  suggests 
itself.  On  the  other  hand,  when  a machine  is  introduced  the 
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production  and  the  management  of  it  bring  about  a further 
division  of  labour. 

Machinery  (1)  increases  man’s  command  over  nature.  No 
application  of  muscular  power  could  efifect  the  operations  car- 
ried out  by  such  machinery  as  steam  locomotives,  steam 
hammers,  &c. 

(2)  Relieves  man  of  oppressive  drudgery.  “ The  jack-plane, 
used  for  making  smooth  large  boards  for  floors  and  other 
purposes,  was  the  worst  enemy  of  the  carpenter.  All  but 
specially-skilled  men  were  compelled  to  spend  a great  part  of 
their  time  with  the  jack-plane,  and  this  brought  on  heart- 
disease,  making  them  as  a rule  old  men  by  the  time  they 
were  forty.  But  now  those  who  become  prematurely  old 
through  over- work  are  to  be  found  almost  exclusively  among 
the  professional  classes,  among  those  engaged  in  the  more 
anxious  kinds  of  business,  and  in  some  agricultural  districts 
in  which  the  rate  of  wages  is  still  very  low  and  the  people  are 
habitually  underfed.”  (Marshall,  Economics  of  Indnstrij 
[1899] , 147-8,  n). 

6. — Limits  of  Division  of  Labour. — Increased  Di- 
vision of  Labour  usually  involves  an  increased  output  at  de- 
creased cost  per  unit.  As  a rule  it  is  not  possible  to  obtain 
the  advantages  of  the  lower  cost  without  increasing  the  out- 
put. We  have  seen  from  A.  Smith’s  example  that  by  divi- 
sion of  labour  ten  men  can  turn  out  far  more  than  ten  times 
as  much  work  as  one  man  can,  but  the  system  is  not  often 
applicable  to  enable  the  same  output  to  be  obtained  with  less 
labour.  This  latter  result,  however,  is  not  infrequently  at- 
tained by  an  invention  of  machinery.  The  expense  of  pro- 
duction being  decreased  by  division  of  labour,  employers  can 
aflbrd  to  accept  a lower  price,  and  will  usually  have  to  do  so, 
in  consequence  of  the  increased  supply.  But  unless  demand 
will  increase  in  response  to  the  fall  of  price,  producers  may 
find  price  go  even  below  the  reduced  expense  of  production. 
This  will  necessitate  a reduction  of  supply,  effected  by  the  re- 
tirement from  the  trade  of  the  less  capable  producers.  But 
demand  may  increase  in  response  to  the  fall  of  price,  enough 
even  to  temporarily  increase  the  profits  of  the  trade. 

In  many  trades  there  are  inventions  waiting  to  be  adopted 
which  would  decrease  the  expense  of  production  per  unit, 
but  on  condition  of  an  output  so  much  larger  than  any  pro- 
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bable  demand,  at  a remunerative  price,  that  no  one  cares  to 
run  the  risk  of  applying  them. 

7.— Localisation  of  Industries.— If  an  industry 
can  be  more  profitably  carried  on  in  one  place  than  in  another, 
it  will  tend  to  become  localised.  This  may  result  from  several 

(!')  Physical  Conditions.  The  extractive  industries,  nc., 
those  which  merely  take  objects  from  their  natural  resting- 
place,  such  as  deep-sea  fishing,  mining,  quarrying,  lumbering 
(wood-cutting  in  virgin  forests),  are  necessarily  localised  ac- 
cording^ to  the  natural  distribution  of  the  objects  sought,  i he 
case  is°similar  with  regard  to  productions  dependent  on  local 

conditions  of  soil  and  climate. 

(2)  Situation  of  Materials.  So  if  a trade,  though  capable 
of  being  carried  ’ on  at  difterent  places,  uses  some  material 
which  is  costly  to  transport,  it  will  tend  to  become  localised 

near  to  where  such  material  is  produced. 
power  attract  many  industries.  At  the  end  of  the  18th  cen- 
tury, water-power  was  applied  to  cotton-spinning,  and  t is 
trade  accordingly  flourished  in  Derbyshire,  Nottingham,  and 
Worcestershire.  From  Roman  times  down  to  near  the  end 
of  the  18th  century  iron-smelting  was  carried  on  m Sussex, 
with  the  aid  of  the  wood  supplied  by  the  forests,  portions  of 
which  yet  remain.  At  the  present  time  the  textile  and  iron 
trades  are  localised  in  the  North  of  England,  to  be  near  the 

chief  coalfields.  . n ^ • i.  u 

(3)  Localitu  of  Labour.  Sometimes  an  industry  is  estab- 
lished in  a*  particular  neighbourhood  because  suitable 
labourers  can  there  be  found.  Prior  to  the  comparatu ely 
recent  introduction  of  machinery  into  the  trade,  cheap 
watches  were  made  chiefly  in  Switzerland.  The  trace  giew 
up  there  because  of  the  existence  of  a scattereci  population  ot 
patient,  ingenious,  industrious  people,  the  conditions  of  whose 
life  gave  them  the  opportunity  of  making  the  parts  of  a watch 
cheaply  and  well.  On  the  other  hand,  a trade  has  sometimes 
been  introduced  into  a district  by  the  immigration  of  persons 
skilled  in  such  trade.  One  of  the  best  known  examples  is 
that  of  the  immigration  into  England  of  Huguenot  silk- 
^\^eavers,  in  consequence  of  the  Revocation  of  the  R^hct  o 
Nantes  in  1685.  These  weavers  settled  at  Coventry,  Spital- 
fields,  and  Macclesfield,  and  the  trade  thus  introduced  has 
been  specially  practised  in  those  places  down  to  our  own 
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t ines.  Although  the  places  where  such  new  comers  settled 
down  may  have  been  selected  for  non-economic  reasons,  yet 
t le  trade  having  once  been  established  in  a particular  spot, 
i could  be  more  profitably  carried  on  there  than  elsewhere. 
< hildren  brought  up  in  the  vicinity  of  a localised  industry  are 
t *ained  to  such  industry  more  easily  than  other  children  could 
fce;  there  is  usually  a good  supply  of  suitable  labour  on  the 
spot;  special  skill  is  to  be  had.  In  addition,  subsidiary  in- 
d ustries  grow  up  in  the  neighbourhood.  Where  an  industry  is 
l')calised,  a footing  can  often  be  maintained  by  small  factories 
v^hich  otherwise  would  be  unable  to  keep  pace  with  the  large 
■cnes,  in  consequence  of  the  advantages  of  the  latter  in 
(1)  economy,  (2)  machinery,  (8)  buying  and  selling. 

“ On  the  other  hand,  a localised  industry  has  some  disad- 
^antages  as  a market  for  labour,  if  the  work  done  in  it  is 
chiefly  of  one  kind,  such  for  instance  as  can  be  done  only  by 
strong  men.  In  those  iron  districts  in  which  there  are  no 
taxtile  or  other  factories  to  give  employment  to  women  and 
children,  wages  are  high  and  the  cost  of  labour  dear  to  the 
employer,  while  the  average  money  earnings  of  each  family 
£ re  low.  But  the  remedy  for  this  evil  is  obvious,  and  is  found 
ia  the  growth  in  the  same  neighbourhood  of  industries  of  a 
supplementary  character.  Thus  textile  industries  are  con- 
stantly found  congregated  in  the  neighbourhood  of  mining 
Lnd  engineering  industries,  in  some  cases  having  been  at- 
Iracted  by  almost  imperceptible  steps;  in  others,  as  for 
instance  at  Barrow,  having  been  started  deliberately  on  a 
large  scale  in  order  to  give  variety  of  employment  in  a place 
n’here  previously  there  had  been  but  little  demand  for  the 
work  of  women  and  children.”  (Marshall,  Principles,  iv.,  10). 

8. — Carrying  Trades  and  Maxhinery  of  Ex- 
change.— The  extension  of  the  market  which  is  usually  a 
< ondition  of  division  of  labour  makes  necessary — 

(1)  Development  of  the  carrying  industry,  since  the  product 

has  to  be  distributed  over  a larger  area.  Such  develop- 
ment is  both  a cause  and  a consequence  of  increased 
division  of  labour.  The  great  economic  feature  of  the 
19th  century  has  been  the  growth  of  means  of  trans- 
port, corresponding  to  the  growth  of  machinery  in 
manufacture  which  was  the  great  economic  feature  of 
the  18th  century. 

(2)  Development  of  the  machinery  of  exchange,  including 
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the  organisation  of  markets,  and  in  particular  that  of 
the  money-market. 

9._Division  of  Labour  and  Exchange.— “ Di- 
vision of  labour  is  the  necessary  consequence  of  a certain  pro- 
pensity in  human  nature,  the  propensity  to  truck,  barter,  and 
exchange  one  thing  for  another.  (11 .0/  jN.,  i.,  2).  It  is 
because  men  first  divide  in  production  that  they  afterwards 
unite  in  exchange.”  (F.  Walker,  Political  Economy,  Pt.  3,. 
Ch.  1).  Thus  while  Smith  makes  exchange  the  cause,. 
Walker  makes  it  the  efiect,  of  division  of  labour  ; but  in  fact 
there  is  no  necessary  connection  between  the  two.  In  a 
socialistic,  or  slave-owning  society,  exchange  might  be 
almost  or  quite  non-existent,  while  division  of  labour  was 
largely  practised,  Plato  extols  the  ancient  Egyptians  for 
turning  to  good  account  their  knowledge  of  the  value  of  divi- 
sion of  labour,  but  the  alleged  absence  of  coined  money  from 
their  institutions  indicates  that  exchange  was  but  little  de- 
veloped. 

Where  there  is  division  of  labour  there  must  be  some  method 
of  transferring  products  from  producer  to  consumer.  Under 
the  present  social  order,  Exchange,  in  its  various  forms,  is 
the  principal  means  whereby  such  transfer  is  eflected. 

lO.—doint  Stock  Enterprise.— It  is  a simple  exten- 
sion of  ordinary  business  enterprise  when  several  men  join 
their  efforts  and  capitals,  in  order  to  share  the  profits  of  the 
undertaking.  This  is  called  partnership.  It  is  a further 
extension  when  the  number  of  partners  is  increased  to  so 
large  a number  that  it  is  impossible  for  all  to  share  in  the 
actual  direction  of  the  business,  which  is  accordingly  dele- 
gated to  paid  managers. 

This  we  may  call  joint-stock  production,  which  does  not 
flourish  unless  the  two  following  features  are  added — 

(1)  Any  share-holder  is  at  liberty  to  transfer  his  share  to 

another  person  ; 

(2)  The  liability  of  each  share-holder  upon  the  transactions 

of  the  company  is  limited  to  a definite  amount. 

The  advantages  of  the  system  are — 

(1)  A larger  capital  may  be  controlled  by  one  will  than 

would  otherwise  be  possible. 

(2)  Large  and  continuous  work  may  be  better  done  than  it- 

otherwise  could  be. 
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m Some  businesses,  of  which  banking  is  a good  example, 

' are  benefited  by  the  large  capital  and  the  Y 

Xcrare  more'^uited  to  joint-stock  than  to  individual 

enterprise. 

S'ittSES -5“  kT..^ . 

^ in  the  concern  than  if  it  were  their  own.  Fidelity  may 
bp  pxnected  of  them,  but  scarcely  zeal. 

(•2)  There  is  a tendency  to  disregard  small  gams  and  savings. 

1 1 A rfriculture.— The  nature  of  agricultural  pursuits 
rmdeltt^  apptato  of  division  of  labour  less  extensive 

‘'The\lncr!ht^^^^^  to  be  attended  to  is  large,  and  weather- 
lomlitions  are  important  and  variable.  1 “ j 

“'‘""‘inT  1^1  Sb^bfr^taml  X mo^Xthe  year. 

< xpensive,  a P Y f.^nner,  changes  of  sea.sons 

■'“'of  machinery  .\‘ii  agriculturist  cannot,  from  the  nature 

3; = is:ir 

than  does  >“‘bod  in  reel'd  to 

^"Tlin  Xop  sXh  “ viiiel  olives,  roots,  legumes,  and 
mXnairior  maiiiifactiires,  while  the  large  system  succeeds 
best  in  the  cultivation  of  grain  and  forage. 

.o FfTects  of  Organisation  of  Industry.— 

Higher  organisation^o^^^^^^^^^^^  trade 

v't^\^mices^  ^simple  ac^ricultural  coinmunity  may  live  on 
disturbances.  1 o destroyed  by  a succession 

x^oAinan  It  th/  present  day 

may  lose  in  eo^^^  3ff— ies. 

^ 3ised,  parts  of 

JXnTSes  - — —3: 
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and  more  difficult  to  discharge  efficiently,  as  the  organisation 
of  industry  becomes  more  complex. 


QUESTIONS  AND  NOTES. 

1 Discuss  the  advantages  and  disadvantages  of  Division  of  Labour. 

(Cert.) 

2.  What  do  you  understand  by  Division  of  Labour  and  Combination 
of  Labour  ? Illustrate  the  economic  advantages  of  both  by  reference  to 

facts  of  modern  industry.  ...  , . 

3.  Enumerate  the  principal  advantages  arising  from  the  division  of 

labour  in  the  production  of  any  article  in  common  use.  (Cert.) 

4.  Point  out  the  chief  advantages  to  be  derived  from  division  of  labour, 

and  indicate  some  of  the  limits  beyond  which  such  separation  of  employ- 
ment ceases  to  be  profitable.  (Cert.) 

5.  Explain  and  illustrate  the  assertion  that  the  division  of  labour  is 
limited  by  the  extent  of  the  market.  Point  out  benefits  resulting  from 
widely  extended  markets  ; point  out  also  any  drawbacks.  ^ (Celt.) 

f5.  How  does  Division  of  Labour  increase  production  ? What,  if  any, 
limits  are  there  to  its  application  in  practice  ? (Cert.) 

7.  Point  out  carefully  in  w'hat  way,  and  subject  to  what  limitations, 
the  use  of  labour-saving  machines  is  beneficial  to  the  labouring  classes, 

and  to  the  nation  at  large.  (Cert.) 

8.  What  in  your  opinion  are  the  economical  advantages  and  disadvan- 
tages of  production  on  a large  scale,  in  the  case  of  (a)  agriculture,  (b) 
manufactures  ? 

y.  Show  that  division  of  labour  is  attended  by  certain  disadvantages, 
and  illustrate  your  statements  by  the  results  of  improvements  in  machinery 

employed  in  agriculture.  (Cert.) 

10.  In  England  the  great  industries  are,  to  a large  extent,  localised  in 

particular  districts.  Explain  how  this  has  arisen,  and  what  are  the  ad- 
vantages and  disadvantages  of  such  localisation.  (Cert.) 

11.  What  are  the  advantages  and  disadvantages  of  such  a localisation 

of  industry  as  we  see,  for  example,  in  the  woollen  trade  of  the  W est 
Riding  of  Yorkshire,  or  the  hardware  trade  of  Birmingham  and  its 
locality?  (Cert.) 

12.  Contrast  the  advantages  and  disadvantages  of  private  and  joint 

stock  enterprise,  with  especial  reference  to  the  cases  (a)  of  banks,  (b)  of 
co-operative  stores,  (c)  of  productive  co-operation.  (B.I..  Prel.) 


CHAPTER  VIII. 

CONSUMPTION. 

1 .—The  consumption  of  wealth  is  the  putting  it  to  that  use 
for  which  it  is  desired.  Production  is  the  creation  of  Utility  ; 
Consumption  is  the  exercise  of  Utility.  A picture  is  being 
consumed  while  it  hangs  on  the  wall ; a nail  is  consumed 
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w hen  it  is  knocked  into  a piece  of  wood  ; clothes  are  being 
c insuined  while  worn,  food  when  eaten.  Consumption  in- 
V Dives  destruction  of  utility,  dust  as  labour  is  creative,  not 
oE  objects,  but  of  utilities  (iv.,  2),  so  consumption  is  destructive, 
rot  of  objects,  but  of  utilities.  Destruction  of  utility  is  con- 
simption  of  commodity.  The  destruction  may  be  rapid  or 
s.ow;  in  some  cases  (diamonds,  it  extends  over  vast 
periods  of  time. 

The  same  material  object  may  from  time  to  time  acquire 
and  lose  utility  of  various  kinds.  Thus  the  miner  produces 
c re ; the  smelter  consumes  ore  and  produces  pig-iron ; the 
fDunder  consumes  pig-iron  and  produces  ironmongery;  the 
shop-keeper  consumes  wholesale  parcels  of  ironmongery  and 
] iroduces  goods  by  retail.  The  private  house-keeper  consumes 
iconmongery,  but  not  for  the  purpose  of  producing  wealth. 
His  only  object  is  to  derive  from  the  ironmongery  that  satis- 
i action  which  it  is  capable  of  yielding  directly,  and  not  by  way 
(if  exchange. 

This  is  its  Utility  when  consumed  unproductively. 

2. — Productive  and  Unproductive  Consump- 
i.ion. — We  can  now  distinguish  two  modes  in  which  a com- 
1 nodity  may  be  consumed — 

(1)  For  the  purpose  of  producing  wealth.  This  we  shall 

call  simply  Productive  Consumption.  Wealth  which 
is  intended  for  such  consumption  is  called  Capital 
(vi.,  1). 

(2)  For  the  purpose  of  enjoying  the  commodity’s  direct 

Utility.  This  we  shall  call  Unproductive  Consumption. 
In  both  cases  there  is  destruction  of  Utility,  but  in 
Productive  Consumption  the  object  is  the  creation  of 
other,  and  presumably  greater.  Utility,  whereas  in  Un- 
productive Consumption  the  object  is  the  enjoyment, 
not  the  creation,  of  Utility. 

When  Adam  Smith  said  that  “ Consumption  is  the  sole 
end  of  all  production  ” (IF.  of  X,  iv.,  8),  he  referred  to 
Unproductive  Consumption,  regarding  Procluctive  Consump- 
tion as  part  of  the  process  of  Production. 

J.  S.  Mill  speaks  rather  confusingly  of  unproductive  con- 
sumption. He  says  that  “ whoever  contributes  nothing 
directly  or  indirectly  to  production,  is  an  unproductive  con- 
sumer  That  alone  is  productive  consumption,  which 

goes  to  maintain  and  increase  the  productive  powers  of  the 
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community,  either  those  residing  in  its  soil,  in  its  materials, 
in  the  number  and  efficiency  of  its  instruments  of  production, 
or  in  its  people  ” {l^rincijtles,  i.,  3,  § 5).  It  would  be  difficult, 
however,  to  say  of  anybody  that  he  contributes  nothing,  even 
indirectly,  to  production.  And  it  seems  necessary,  in  deter- 
mining whether  consumption  is  productive  or  unproductive, 
to  look,  not  as  Mill  does,  to  the  actual  result,  but  to  the 
purpose  or  motive  of  the  consumption.  For  the  actual 
result  is  often  accidental.  Occupations  pursued  for  mere 
amusement  or  disinterested  study,  sometimes  prove  highly 
productive  of  wealth  ; while,  on  the  other  hand,  large  quanti- 
ties of  wealth  intended  for  productive  consumption,  frequently 
produce  no  fruit,  in  consequence  of  mishap  or  miscalculation, 
and  their  consumption  is  in  fact  unproductive. 

We  may  illustrate  the  distinction  by  familiar  instances. 
Is  the  cost  of  bringing  up  the  child  of  a manual  labourer  con- 
sumed productively  or  unproductively  ? Our  test  is — does 
the  father  feed  and  clothe  his  child  for  the  purpose  of  making 
a profit  out  of  him  ? If  so,  the  consumption  is  productive. 
But  if  he  provides  for  his  child  out  of  natural  aflection  or  a 
sense  of  duty,  the  consumption  is  unproductive.  Again,  is 
a surgeon’s  consumption  of  pine-apple  or  opera  boxes  pro- 
ductive or  unproductive  ? The  same  test  applies.  Does  he 
eat  pine-apple  or  visit  the  opera  for  the  purpose  of  enjoying 
himself  or  for  the  purpose  of  increasing  or  maintaining 
his  professional  skill  ? If  the  latter,  we  may  call  the 
consumption  productive.  The  same  test  is  to  be  applied 
to  beans  and  bacon  as  to  pine-apples  and  opera  boxes.  Does 
the  agricultural  labourer  eat  because  he  is  hungry,  or  in 
order  to  be  the  better  able  to  do  his  master’s  work  ‘?  If  for 
the  former  reason,  then  his  humble  fare  is  consumed  unpro- 
ductively. 

It  may  be  well  to  go  a little  further  in  order  to  show  the 
advantage  of  classing  consumption  as  productive  or  not 
according  to  the  intention  and  not  the  result  ol  the  consumption. 

If  I go  fishing  with  the  intention  of  getting  a living  by  it, 
I consume  boats,  tackle,  Ac.,  and  if  I meet  with  storms  and 
misfortune,  a great  deal  of  such  consumption  may  be  in  fact 
unproductive.  But  I keep  account  of  my  losses  by  such  storms 
and  mishaps,  and  I expect  my  takings  to  cover  them  as  well 
as  that  consumption  of  boats,  &c.,  which  has  been  more  fortu- 
nate. And  we  shall  see  (ix.,  11)  that  there  is  a relation 
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b(  tween  the  total  Expense  of  production  and  the  Value  of  any 
c(  minodity.  But  if  I go  fishing  for  pleasure,  I also  consume 
boats,  &c.,  and  I may  in  fact  sell  some  of  the  fish  I get.  In 
tl  at  case,  however,  there  is  no  connection  between  Expense 
o]  production  and  Value.  I may  keep  no  record  of  my 
e:  penses,  and,  if  I do,  still  I do  not  balance  them  against  my 
takings.  I should  go  on  producing  fish,  although  the  value 
oi  the  produce  were  less  than  sufficient  to  replace  the  waste 
ol  materials.  These  materials,  then,  are  not  Capital,  since 
tl  ey  are  not  intended  to  be  consumed  productively. 

3. — Consumption  of  Services. — The  services  of  the 
scldier,  the  judge,  and  most  other  agents  of  the  State  are  not 
uiiually  intended  for  productive  consumption.  They  do  in 
fact  favour  production,  but  only  in  the  general  way  in  which 
climate,  &c.,  also  favour  production.  The  motive  for  the 
employment  of  State  officials  is  not  the  economic  motive — the 
d )sire  of  wealth.  The  same  may  be  said  of  most  “ labour 
which  relates  to  human  beings”  (iv.,  5).  Parents  do  not 
r(  ar  their  children,  nor  does  the  State  provide  its  subjects 
with  the  means  of  education,  from  the  desire  of  wealth.  All 
services,  therefore,  wffiich  are  rendered  for  such  purposes,  may 
b J said  to  be  consumed  unproductively. 

Technical  or  Industrial  Education  provided  by  the  State 
may  be  compared  with  improvements  in  roads  and  harbours, 
e fected  by  the  State  for  the  general  good  of  the  nation.  The 
intention  is,  no  doubt,  to  further  the  production  of  w^ealth, 
bat  the  motive  is  not  the  economic  motive,  since  those  who 
make  the  sacrifices  are  not  necessarily  those  who  are  to  benefit 
ly  them.  The  motive  is  political,  not  economic.  The  philan- 
t iropist  who  provides  a poor  workman  with  tools,  by  so  doing 
assists  in  the  production  of  wealth.  Nevertheless  his  action 
i 5 not  due  to  the  desire  of  wealth. 

If  an  employer,  how^ever,  should  set  up  a school  for  the 
I urpose  of  improving  the  intelligence  of  his  workpeople  for 
the  benefit  of  his  business,  or  if  he  incurs  expenditure  in 
t raining  his  staff  for  the  same  purpose,  we  may  say  that  the 
Services  of  the  instructors  are  in  this  case  intended  to  be  con- 
f umed  productively. 

4.— Consumption  and  Production.— If  Unproduc- 
tive Consumption  be  unduly  increased.  Production  whll  be 
(becked.  If  the  excess  be  in  material  commodities,  there  will 
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be  a lack  of  Capital,  and  “ industry  is  limited  by  capital  ” 
(vi.,  6).  Leisure  is  analogous  to  Unproductive  Consumption 
of  Services,  and  excessive  leisure  will  check  production  by  lack 
of  labour.  If,  on  the  other  hand.  Unproductive  Consumption 
be  unduly  diminished,  there  arises  the  condition  called  “over- 
production.” Thus  a certain  balance  or  proportion  between 
Productive  and  Unproductive  Consumption  is  necessary  to 
the  general  welfare.  No  definite  expression  can  be  framed 
for  such  balance  or  proportion,  but  it  may  roughly  be  said 
that  so  long  as  capital  can  find  profitable  employment,  saving 
{i.e.,  Productive  instead  of  Unproductive  Consumption)  con- 
tributes to  the  progress  of  material  prosperity. 

5. — “ Over-production.” — It  is  a much-debated  ques- 
tion whether  there  can  or  cannot  be  “ general  over-production.” 
The  question  turns  on  the  relation  between  production  and 
consumption,  and  may  be  stated  thus — Can  production  out- 
strip consumption  ? For  it  is  evident  that  if  more  goods  are 
produced  than  are  consumed,  there  is  a state  of  over-production. 

Now,  if  in  “ consumption  ” we  include  productive  consump- 
tion, it  would  seem  that  there  cannot  be  yeneral  over-pro- 
duction.” Suppose  an  increase  in  the  production  of  houses 
which  is  alleged  to  be  excessive  ; it  is  to  be  set  off  against 
the  necessary  corresponding  increase  in  the  consumption  of 
building-materials  and  building-labour.  The  real  question  is, 
not  Can  production  outstrip  consumption,  but  Can  production 
outstrip  unproductive  consumption  ? Let  us  suppose  that  our 
habits  and  customs  suddenly  alter  ; everybody  gives  all  his 
attention  to  “ business,”  and  retrenches  as  far  as  possible 
every  form  of  unproductive  consumption,  taking  no  more 
rest  or  leisure  than  is  necessary  to  maintain  working  efficiency, 
rejecting  all  luxuries,  all  indulgences,  and  all  gratification  of 
any  taste  higher  than  that  of  making  money.  The  first  effect 
is  a “glut  ” of  all  commodities  except  the  necessaries  of  life 
and  goods  for  productive  consumption.  Many  classes  of  the 
latter  are  eagerly  sought  for  : the  energies  previously  expended 
on  music,  cricket,  dancing,  holiday-making,  theatricals,  &c., 
are  now  concentrated  on  building  and  running  factories, 
getting  better  situations,  advertising  goods,  scheming  fresh 
enterprises,  etc.  There  is  great  sudden  prosperity  °of  the 
building  trades,  the  coal  and  iron  and  engineering  industries, 
for  business  expansion  needs  houses  and  machinery.  But  how 
long  will  this  state  of  things  last  ? What  goods  can  be 
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between  the  total  Expense  of  production  and  the  Value  of  any 
commodity.  But  if  I go  fishing  for  pleasure,  I also  consume 
boats,  &c.,  and  I may  in  fact  sell  some  of  the  fish  I get.  In 
that  case,  however,  there  is  no  connection  between  Expense 
of  production  and  Value.  I may  keep  no  record  of  my 
expenses,  and,  if  I do,  still  I do  not  balance  them  against  my 
takings.  I should  go  on  producing  fish,  although  the  value 
of  the  produce  were  less  than  sufficient  to  replace  the  w'aste 
of  materials.  These  materials,  then,  are  not  Capital,  since 
they  are  not  intended  to  be  consumed  productively. 

3,  — Consumption  of  Services. — The  services  of  the 
soldier,  the  judge,  and  most  other  agents  of  the  State  are  not 
usually  intended  for  productive  consumption.  They  do  in 
fact  favour  production,  but  only  in  the  general  way  in  which 
climate,  &c.,  also  favour  production.  The  motive  for  the 
employment  of  State  officials  is  not  the  economic  motive — the 
desire  of  wealth.  The  same  may  be  said  of  most  “ labour 
which  relates  to  human  beings”  (iv.,  5).  Parents  do  not 
rear  their  children,  nor  does  the  State  provide  its  subjects 
with  the  means  of  education,  from  the  desire  of  wealth.  Ail 
services,  therefore,  which  are  rendered  for  such  purposes,  may 
be  said  to  be  consumed  unproductively. 

Technical  or  Industrial  Education  provided  by  the  State 
may  be  compared  with  improvements  in  roads  and  harbours, 
effected  by  the  State  for  the  general  good  of  the  nation.  The 
intention  is,  no  doubt,  to  further  the  production  of  wealth, 
but  the  motive  is  not  the  economic  motive,  since  those  who 
make  the  sacrifices  are  not  necessarily  tliose  who  are  to  benefit 
by  them.  The  motive  is  political,  not  economic.  The  philan- 
thropist who  provides  a poor  workman  with  tools,  by  so  doing 
assists  in  the  production  of  wealth.  Nevertheless  his  action 
is  not  due  to  the  desire  of  wealth. 

If  an  employer,  however,  should  set  up  a school  for  the 
purpose  of  improving  the  intelligence  of  his  workpeople  for 
the  benefit  of  his  business,  or  if  he  incurs  expenditure  in 
training  his  staff*  for  the  same  purpose,  we  may  say  that  the 
Services  of  the  instructors  are  in  this  case  intended  to  be  con- 
sumed productively. 

4.  — Consumption  and  Production. — If  Unproduc- 
tive Consumption  be  unduly  increased.  Production  will  be 
checked.  If  the  excess  be  in  material  commodities,  there  will 
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be  a lack  of  Capital,  and  “ industry  is  limited  by  capital  ” 
(vi.,  6).  Leisure  is  analogous  to  Unproductive  Consumption 
of  Services,  and  excessive  leisure  will  check  production  by  lack 
of  labour.  If,  on  the  other  hand.  Unproductive  Consumption 
be  unduly  diminished,  there  arises  the  condition  called  “ over- 
production.” Thus  a certain  balance  or  proportion  between 
Productive  and  Unproductive  Consumption  is  necessary  to 
the  general  welfare.  No  definite  expression  can  be  framed 
for  such  balance  or  proportion,  but  it  may  roughly  be  said 
that  so  long  as  capital  can  find  profitable  employment,  saving 
{i.e.,  Productive  instead  of  Unproductive  Consumption)  con- 
tributes to  the  progress  of  material  prosperity. 

5. — “ Over-production.”— It  is  a much-debated  ques- 
tion whether  there  can  or  cannot  be  “ general  over-production.” 
The  question  turns  on  the  relation  between  production  and 
consumption,  and  may  be  stated  thus — Can  production  out- 
strip consumption  ? For  it  is  evident  that  if  more  goods  are 
produced  than  are  consumed,  there  is  a state  of  over-production. 

_ Now,  if  in  “ consumption  ” we  include  productive  consump- 
tion, it  would  seem  that  there  cannot  be  yeneral  over-pro- 
duction.” Suppose  an  increase  in  the  production  of  houses 
which  is  alleged  to  be  excessive  ; it  is  to  be  set  oft’  against 
the  necessary  corresponding  increase  in  the  consumption  of 
building-materials  and  building-labour.  The  real  question  is, 
not  Can  production  outstrip  consumption,  but  Can  production 
outstrip  unproductive  consumption  ? Let  us  suppose  that  our 
habits  and  customs  suddenly  alter  : everybody  gives  all  his 
attention  to  “ business,”  and  retrenches  as  far  as  possible 
every  form  of  unproductive  consumption,  taking  no  more 
rest  or  leisure  than  is  necessary  to  maintain  working  efficiency, 
rejecting  all  luxuries,  all  indulgences,  and  all  gratification  of 
any  taste  higher  than  that  of  making  money.  The  first  eft’ect 
is  a “ glut  ” of  all  commodities  except  the  necessaries  of  life 
and  goods  for  productive  consumption.  Many  classes  of  the 
latter  are  eagerly  sought  for  : the  energies  previously  expended 
on  music,  cricket,  dancing,  holiday-making,  theatricals,  Ac., 
are  now  concentrated  on  building  and  running  factories, 
getting  better  situations,  advertising  goods,  scheming  fresh 
enterprises,  etc.  There  is  great  sudden  prosperity 'of  the 
building  trades,  the  coal  and  iron  and  engineering  industries, 
for  business  expansion  needs  houses  and  machinery.  But  how 
long  will  this  state  of  things  last  ? What  goods  can  be 
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manufactured  by  all  these  newly-rising  establishments  ? If 
no  one  wears  jewellery,  those  who  have  sunk  their  capital  in 
the  jewellery-trade  will  lose  it.  We  have  the  ships,  the 
wagons,  the  canals,  the  manufactories,  but  what  are  we  to  do 
with  them  ? It  is  perfectly  obvious  that  there  will  be  a 
“ glut  ” of  all  commodities,  which  could  only  be  relieved  by  a 
return  to  larger  unproductive  consumption,  either  of  Com- 
modities, or  in  the  form  of  Leisure.  We  conclude,  then^ 
that  general  over-production  is  possible.  “ Consumption  is 
the  sole  end  of  all  production,”  and  therefore  a balance  is- 
necessary  between  consumption  and  production.  High  pro- 
ductive efficiency  implies  great  unproductive  consumption, 
and  a check  to  the  latter  involves  a check  to  the  former. 

6. — Law  of  Diminishing  Utility.— The  law  of 

Diminishing  Utility  in  Consumption  corresponds  with  that  of 
Diminishing  Keturn  in  Production  (iii.,  4).  We  might  com- 
plete the  comparison  by  stating  a law  of  Increasing  Utility 
corresponding  with  that  of  Increasing  Return,  thus  : with 
regard  to  relatively  very  small  quantities,  an  increase  in  the 
quantity  of  commodity  consumed  gives  a more  than  propor- 
tional increase  of  satisfaction.  For  instance,  to  a starving 
man,  two  teaspoonfuls  of  beef  tea  would  give  more  than  twice 
the  satisfaction  that  he  would  derive  from  one  teaspoonful. 

The  important  law,  however,  is  that  of  Diminishing  Utility. 
We  will  consider  it  first  in  reference  to  unproductive  con- 
sumption. 

Though  a man  could  get  any  particular  desired  thing  free 
of  all  expense,  nevertheless  he  would  not  wish  for  an  unlimited 
quantity  of  it,  for  two  reasons  : — 

(1)  Desire  is  satiable.  The  progressive  satisfaction  of  a 
want  tends  to  extinguish  the  want.  Food  is  intensely 
desired  by  a hungry  man  ; but  with  every  mouthful 
after  the  first  few  his  desire  decreases,  until  at  length 
he  ceases  to  eat,  though  there  be  still  plenty  in  the  dish  ; 

(2)  When  a man  is  occupied  in  satisfying  one  want,  others 

are  meanwhile  neglected,  become  more  intense  in  con- 
sequence, and  tend  to  thrust  themselves  into  notice. 

John  Gilpin,  when  indulging  his  taste  for  holiday-making, 
was  neglecting  his  inclination  to  do  business,  which  made 
itself  felt  as  a check  on  the  former. 
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For  saddle-tree  scarce  reach’d  had  he, 

His  journey  to  begin, 

When,  turning  round  his  head,  he  saw 
Three  customers  come  in. 

So  down  he  came ; for  loss  of  time, 

Although  it  griev’d  him  sore. 

Yet  loss  of  pence,  full  well  he  knew, 

W’ould  trouble  him  much  more.” 

We  may  lay  it  down  as  generally  true  that  an  increase  in  a 
man’s  stock  of  any  particular  commodity  is  accompanied  by  a 
decrease  in  the  keenness  of  his  desire  for  more. 

Imagine  a farmer  in  a sparsely-peopled  district  going  to 
the  market  town  for  a month’s  supply  of  general  stores,  and 
suppose  that  he  knows  pretty  nearly  what  he  will  have  to 
pay  for  most  articles,  but  cannot  foresee  the  price  that  he  will 
be  asked  for  some  particular  commodity,  say  tea.  He  will 
roughly  frame  in  his  mind  beforehand  a scale  of  his  possible 
purchases  of  tea,  thus  “ If  I find  tea  at  10/-  per  lb.,  I will 
take  4lbs.  ; if  I find  it  at  5/-  per  lb.,  I will  take  Gibs.  ; if  at 
2/6,  I will  take  Tibs.”  We  may  interpret  these  three  sets  of 
figures  as  follows  : — When  the  farmer’s  appetite  for  tea  has 
been  satisfied  to  the  extent  of  41bs.,  the  utility  to  him  of  a 
fifth  lb.  is  less  than  the  utility  to  him  of  10/-  ; when  his 
appetite  has  been  satisfied  to  the  extent  of  Gibs.,  the  utility  to 
him  of  a seventh  lb.  is  less  than  the  utility  to  him  of  5/-  ; 
and  when  his  appetite  has  been  satisfied  to  the  extent  of  Tibs., 
the  utility  to  him  of  an  eighth  lb.  is  less  than  the  utility  to 
him  of  2/6.  Or  vje  may  put  the  same  thing  in  another  way, 
thus  The  utility  to  him  of  the  fourth  lb.  of  tea  is  equal  to 
the  utility  to  him  of  10/-  ; the  utility  to  him  of  the  sixth  lb. 
of  tea  is  equal  to  the  utility  to  him  of  5/-  ; and  the  utility  to 
him  of  the  seventh  lb.  of  tea  is  equal  to  the  utility  to  him  of  2/6, 
for  otherwise  he  would  buy  more  in  each  case.  Price  thus 
becomes  a measure  of  Utility.  We  must  be  careful  to  note 
that  Total  Price  does  not  measure  Total  Utility,  but  that 
Price  per  unit  measures  the  minimum  Utility  of  a unit. 
This  latter  quantity  is  called  Marginal  or  Final  Utilitif.  To 
revert  to  our  illustration  of  the  farmer  and  his  tea,  we  cannot 
say  that  the  Total  Price  he  pays  for  his  month’s  supply  of  tea 
measures  its  Total  Utility,  for  that  -would  involve  the  absurdity 
of  saying  that  the  Utility  to  him  of  Tibs,  of  tea  (for  which  he 
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would  be  willing  to  give  17/6)  would  be  less  than  that  of  41bs. 
(for  which  he  would  be  willing  to  give  40/-). 

In  the  case  of  Productive  Consumption  since  consumption 
is  only  undertaken  for  the  sake  of  production,  any  diminution 
in  the  product  will  be  the  same  thing  as  a diminution  in  the 
Utility  yielded  by  the  Consumption  of  the  commodity,  ^^e 
have  seen  that  the  universal  law  of  l^roduction  is  that  of 
Diminishing  Return  beyond  the  point  of  maximum  efficiency. 
Such  Diminishing  Return  of  product  is  a statement  from  the 
point  of  view  of  Production  of  the  same  facts  as,  when  stated 
from  the  point  of  view  of  Consumption,  become  the  law  of 
Diminishing  Utility  of  the  commodity  whose  consumption 
gives  rise  to  the  production. 

Suppose  our  farmer  is  contemplating  the  purchase,  not  of 
tea,  but  of  seed.  He  has  found  that  41bs.  to  the  acre  gi\es  a 
crop  of  4cwt.,  olbs.  gives  4-^cwt.,  Gibs,  gives  4^cwt.  Further, 
he  calculates  that  a quarter  cwt.  increase  in  the  crop  will  just 
repay  an  extra  lb.  of  seed  at  5/  - per  lb.  If,  then,  he  finds  seed 
at  4/6  per  lb.,  he  will  take  61bs.  for  every  acre  he  means  to 
sow,  but  if  it  is  at  5/6,  he  will  only  take  olbs.  per  acre. 

Regarding  his  conduct  from  the  point  of  view  of  Production, 
we  say  it  is  determined  by  the  Law  of  Diminishing  Return. 
Regarding  it  from  that  of  Consumption,  we  say  it  is  deter- 
mined by  Diminishing  Utility. 

7.— Forms  of  Consumption.— The  destiny  of  a people 
depends  chiefly  on  the  way  in  which  they  consume  their 
wealth.  ^Ye  may  study — 

(1)  The  amount  “ saved,”  i.e.,  devoted  to  productive  con- 
sumption. . m. 

(2)  The  nature  of  their  unproductive  consumption,  ihere 

is  the  most  intimate  relation  between  Unproductive  Consump- 
tion and  Production.  Unproductive  Consumption  is  the  sole 
end  and  purpose  of  all  production.  If  it  be  reduced,  produc- 
tion must  be  checked.  High  productive  efficiency  necessarily 
implies  large  unproductive  Consumption.  Every  change  in  a 
people’s  culture  makes  itself  felt  economically  as  a change  m 
the  objects  of  unproductive  consumption,  and  a corres- 
ponding change  in  production. 

(a)  Alcohol  is  a commodity  whose  consumption  is  so  in- 
jurious to  the  individual  and  society,  that  great  and 
sustained  efforts  have  been  made  by  philanthropists 
to  discourage  and  diminish  it. 
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(6)  Schools,  museums,  pictures,  &c.,  though  consumed 
unprodiictively,yet  may  be  expected  to  largely  increase 
production  indirectly. 

(c)  The  introduction  of  new  commodities,  the  creation  of 
new  desires,  are  powerful  means  of  elevating  a people. 
It  has  been  said  that  the  Spartans  never  rose  to  be 
civilised  because  they  stifled  their  wants. 

(</)  Leisure  may  be  regarded  as  a form  of  unproductive 
consumption.  It  implies  that  Services  are  consumed 
unproductively. 

The  question  of  Hours  of  Labour  thus  belongs  in  part  to 
Consumption.  From  the  point  of  view  of  Production,  it  is 
desirable  that  a labourer  should  work  that  number  of  hours 
which  gives  the  greatest  efficiency. 

8. — Organisation  in  Consumption. — Consumption, 
as  well  as  production,  may  be  organised.  Omnibuses,  theatres, 
picture  galleries,  Ac.,  are  examples  of  consumption  in  common. 
The  most  successful  form  of  Co-operation  (xxiv.)  is  a case  of 
co-operation  in  (not  Production,  but)  Consumption. 


QUESTIONS  AND  NOTES. 

1.  Can  a valid  distinction  be  drawn  between  luxuries  and  necess- 
aries? {Cert.) 

Luxury  has  been  defined  as  that  which  can  only  be  enjoyed  by  few 
(Condillac)  ; a distinction  which  may  be  of  importance  in  taxation. 

Necessaries  ” is  a relative  term  : “ necessary  ” — for  what?  If  it  means 
necessary  for  enjoyment,  no  distinction  can  be  drawn  between  luxuries 
and  necessaries,  since  luxuries,  however  defined,  may  be  necessary  to 
some  persons’  enjoyment. 

If  “ neces.saries  ” means  necessaries  of  bare  existence,  we  may  dis- 
tinguish roughly  between  necessaries  and  non-necessaries.  The  Standard 
of  Comfort  or  Standard  of  Life  of  any  social  class  may  be  called 
“ necessary,”  but  would  usually  include  more  or  less  “luxury.” 

The  terms,  if  they  are  to  be  used  with  precision,  must  be  defined  by 
reference  to  the  purpose  for  which  they  are  to  be  employed. 

2.  The  present  depression  of  trade  and  low  level  of  general  prices  is 

sometimes  attributed  to  over-production.  In  what  sense,  if  any,  can 
over-production  be  po.ssible,  and  how  far  would  it  account  for  low  prices 
and  trade  depression  ? (LM.,  Fin.) 

Over-production  is  the  same  thing  as  under-consumption.  The  ques- 
tion probalily  refers  to  Walker’s  opinion  that  general  over-production  is 
not  possible,  but  that  partial  over-production  is  possible.  This  is  other- 
wise expres.sed  by  saying  that  the  wrong  things  have  been  produced  ; in 
certain  lines  production  has  outpaced  consumption.  The  consequence  is 
a fall  of  prices  in  those  lines  to  an  unremunerative  level,  followed  by 
diminution  of  production,  loss  of  employment  and  loss  of  capital. 
Depression  thus  produced  in  particular  trades  may  spread  to  other  trades 
(xvii.,  3). 
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EXCHANGE. 


CHAPTER  IX. 

VALUE. 

1.  — The  greater  part  of  the  commodities  with  which  we  are 
3oncerned  in  Economics  are  produced  in  order  to  be  sold  and 
ire  bought  in  order  to  be  consumed.  As  to  these  we  may  say 
that  Exchange  is  the  last  event  in  Production  and  the  first  in 
Consumption,  and  that  Production  means  placing  on  the 
market.  But  the  Agents  of  Production  are  a peculiar  case 
'xix.,  3).  And  there  are  goods  which  are  produced  for  the 
purpose  of  direct  consumption,  not  for  exchange  (xix.,  2). 

It  is  the  condition  of  division  of  labour  that  each  producer 
?hall  do  some  one  kind  of  work,  not  the  innumerable  different 
dnds  which  are  necessary  for  the  satisfaction  of  his  own  wants, 
ind  that  the  efforts  of  many  individuals  shall  be  combined  to 
render  any  one  commodity  fit  for  unproductive  consumption. 

Organisation  is  therefore  necessary  (1)  to  co-ordinate  the 
efforts  of  producers  ; and  (2)  to  harmonise  such  efforts  with 
the  "wants  of  consumers.  It  is  by  means  of  Exchange  that 
such  organisation  is  effected. 

Under  the  head  of  Exchange  we  study  — 

(1)  The  terms  of  exchange.  What  forces  come  into  play, 
and  how  do  they  act,  to  determine  the  quantity  of 
a given  commodity  that  will  exchange  for  a given 
quantity  of  another  ? This  inquiry  is  called  the  Theory 
of  Value. 

(2)  The  machinery  of  Exchange.  How  are  exchanges 
effected  ? This  includes  the  study  of  Markets,  Com- 
petition, Money,  and  Banking. 

The  present  chapter  is  occupied  with  the  Theory  of  Value. 

2.  — Value. — We  have  defined  Value  as  an  attribute 
iscribed  to  a thing  on  the  ground  of  the  actual  or  possible 
exchange  of  that  thing  for  some  other  thing. 

3. — M easurement  of  Value. — The  greater  the  quan- 
tity of  another  thing  that  can  be  obtained  in  exchange  for  a 
thing,  the  greater  is  the  value  attributed  to  the  latter.  In 
other  words,  we  measure  the  value  of  a commodity  by  the 
quantity  of  any  other  commodity  for  which  it  will  exchange. 
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4.  — Value  not  a Commodity.— It  is  not  accurate 
to  say  that  the  value  of  a commodity  is  the  other  commodity 
for  which  it  will  exchange. 

If  a hat  sells  for  ten  shillings,  we  say  that  the  value  of  the 
hat  in  ten  shillings,  but  the  expression  is  elliptical.  It  means 
that  the  hat  /ms  the  name  value  as  ten  shillings. 

5.  — Value  not  a Ratio. — Neither  is  it  accurate  to  say 
that  Value  is  a ratio.  If  a measurable  quantity  of  one  com- 
modity exchanges  for  a measurable  quantity  of  another,  there 
is  a ratio  between  the  two  quantities,  and  the  quantity  of 
either  commodity  is  the  measure  of  the  value  of  the  other. 
But  the  value  is  not  the  same  thing  as  the  ratio. 

When  a piece  of  metal  has  been  weighed  and  measured,  we 
state  its  weight  and  measure  as  ratios — it  is  so  many  times 
as  heavy  as  the  standard  weight,  so  many  times  as  long  as 
the  standard  length-measure.  But  we  regard  length  and 
weight  as  distinct  from  these  ratios.  Similarly  with  Value. 

It  will  be  convenient  to  usually  employ  the  term  Price 
in  place  of  Value.  Price  is  really  a peculiar  case  of  Value. 
The  Price  of  a commodity  is  the  quantity  of  money  (which 
is  a particular  commodity)  for  which  it  will  exchange.  In 
a developed  economic  society  money  is  employed  in  prac- 
tically every  exchange.  Therefore,  if  we  know  the  price  of 
any  commodity  we  can  easily  compare  the  value  of  that  com- 
modity with  the  value  of  any  other.  If  a hat  sells  for  lOs. 
and  a pair  of  boots  for  20s.,  we  can  regard  two  hats  as  being 
of  equal  value  with  one  pair  of  boots.  Price  then  is  Measured 
Value. 

6.  — General  Rise  or  Fall  of  Prices.— It  is  worth 
while  to  observe  that  while  a rise  or  fall  of  all  prices  may,  and 
occasionally  does,  occur,  there  can  be  no  such  thing  as  a rise  or 
fall  of  all  values.  The  latter  proposition  becomes  evident  on 
considering  that  if  any  thing  has  become  more  valuable  as 
compared  with  another  thing,  the  latter  has  to  a corresponding 
extent  become  less  valuable.  If  a quarter  of  wheat  yesterday 
fetched  20  shillings,  and  to-day  fetches  30,  this  fact  may  be 
stated  either  as  a rise  in  the  value  of  wheat,  or  a fall  in  the 
value  of  shillings. 

A single  commodity  may  become  more  or  less  valuable  as 
compared  with  every  other  commodity.  Suppose  wheat  goes 
from  20  to  30  shillings  a quarter,  and  no  other  prices  change. 
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General  values  are  not  altered^  for  by  as  much  as  wheat  is 
increased  in  value  compared  with  other  commodities,  by  so 
much  have  other  commodities  decreased  in  value  as  compared 
with  wheat.  But  suppose  that  the  o)ie  commodity  which 
thus  varies  in  value  as  compared  with  all  others  is  money. 
In  that  case  there  will  be  a general  rise  or  fall  of  prices.  Note 
that  a rise  in  prices  is  a fall  in  the  value  of  money,  and  that 
a fall  in  prices  is  a rise  in  the  value  of  money. 

7.  — Law  of  Demand.— We  have  seen  (viii.,  6)  that 
Price  measures  Final  Utility,  and  that  Final  Utility  is  high 
^^hen  the  quantity  of  a commodity  taken  is  small,  and  low 
when  the  quantity  taken  is  large.  If  now  we  define  the 
Demand  for  a commodity  as  the  quantity  for  which  buyers 
make  bids,  we  may  say  that  the  Law  of  Demand  is  that  rising 
pi  ices  tend  to  reduce  Demand,  while  falling  prices  tend  to 
increase  it.  e must  be  careful  not  to  say  that  Price  and 
Demand  vary  inversely.  That  would  mean  that  if  Price  fall 
to  U,  Demand  will  be  doubled,  and  so  on.  This  may  be  the 
case  in  regard  to  a particular  commodity  (money,  e.y.,  x.,  7), 
but  it  may  not,  and,  in  fact,  it  is  not  the  case  in  regard  to 
most  commodities.  For  instance,  when  the  minimum  price  of 
telegrams  in  Paris  w^as  reduced  from  one  to  half  franc,  the 
lemand  increased  tenfold. 

Effcctiv©  D0mand. — The  mere  desire  of  buyers 
has  no  effect  on  value  ; it  must  be  supported  by  a bid  of  a 
nice,  and  is  then  called  Effective  Demand.  By  Demand 
simply  we  shall  always  mean  effective  demand.  We  may 
:li.stinguish  between  the  “ intensity  ” of  Demand,  i.e.,  the 
aeight  of  the  price  wdiich  is  bid,  and  its  “extensity,”  i.e,, 
jhe  quantity  asked  for.  But  inasmuch  as  Price  measures 
ntensity,  we  may  use  “Demand”  simply,  as  above  defined, 
or  “ extensity  ” alone. 

Supply. — We  have  not  yet  stated  a complete  Theory 
)f  \alue,  for  hitherto  we  have  only  considered  the  conditions 
)f  Demand,  and  have  neglected  the  equally  important  con- 
litions  of  Supply.  The  Supply  of  a commodity  is  defined  as 
he  quantity  offered  for  sale. 

10. — Monopoly. — Itis  not  necessary  at  present  to  consider 
;vhether  there  is  only  one  buyer  or  are  many.  The  Law  of 
lemand,  stated  generally,  is  the  same  in  either  case.  It  is 
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true  of  a single  buyer,  as  a rule,  that  if  price  be^  high,  he  ^yill 
buy  less,  and  if  low,  he  will  buy  more.  And  this  is  a fortiori 
w^hen  there  are  many  buyers.  But  in  respect  of  Supply,  it  is 
necessary  to  distinguish  whether  there  is  only  one  seller  (or 
what  comes  to  the  same  thing,  a combination  of  sellers  under 
the  control  of  one  will),  or  whether  there  are  several  sellers 
in  a state  of  competition. 

The  single  seller  (whether  one  person  or  a combination)  is 
said  to  have  a Monopoly.  The  monopolist  has  supply  entirely 
under  his  control,  and  can  fix  it  at  his  pleasure.  He  can  also 
fix  Price  at  will.  But  he  cannot  fix  both  Supply  and  Price 
arbitrarily.  He  must  determine  one,  and  the  other  will  there- 
upon be  determined  by  buyers  in  accordance  with  the  law  of 
Demand.  If  he  offer  a large  supply  he  can  get  only  a low 
Price.  If  he  fix  the  price  high,  he  will  be  able  to  sell  only  a 
small  quantity. 

His  object  being  to  make  as  large  a total  profit  as  possible, 
he  may  find  either  course  to  his  interest.  If  a fall  in  price 
will  induce  but  a small  increase  in  demand,  the  monopolist 
will  prefer  small  sales  at  high  prices.  Thus  the  Dutch,  when 
they  had  the  monopoly  of  the  East  India  spice  trade,  are  said 
to  have  destroyed  part  of  the  crop  in  seasons  of  unusual 
abundance.  Had  they  put  the  whole  crop  on  the  market, 
the  price  would  have  fallen  so  low  that  their  total  profit  would 
have  been  less  than  on  the  smaller  sales  at  high  prices. 

If  on  the  other  hand,  a small  drop  in  price  will  largely 
increase  Demand,  the  monopolist  may  be  willing  to  sell 
as  cheaply  as  though  there  were  competition.  The  Standard 
Oil  Company  has  practically  the  monopoly  of  the  petroleum 
output  of  the  United  States,  but  finds  a low  price  stimukte 
consumption  to  such  an  extent  that  its  interest  lies  in  keeping 
price  down. 

11. — Competition  and  Expenses  of  Production. 

— now  proceed  to  consider  the  laws  of  Supply  that  j)re- 
vail  when  there  is  competition  among  sellers.  The  first  law 
to  be  noted  is  that  competition  tends  to  equalise  Price  and 
Expense  of  Production.  If  Price  happens  to  be  much  higher 
than  Expense  of  Production,  sellers  make  unusually  large 
profits,  and  are  thereby  induced  to  increase  Supply.  The 
effect  of  such  increase  is,  in  accordance  with  the  Law  of 
Demand,  to  reduce  Price. 

On  the  other  hand,  if  Price  happens  to  be  lower  than 
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] Expense  of  Production,  sellers  lose  by  the  trade.  They 
Iherefore  restrict  Supply,  and  then,  in  accordance  with  the 
Jiaw  of  Demand,  Price  can  be  raised. 

Laws  of  Supply. — We  can  now  state  three  laws 

< f supply,  which  express  the  effect  on  value  of  the  laws  of 
leturn  (iii.,  4). 

(1)  The  expense  of  production  of  a commodity  which  is 
1 reduced  under  conditions  of  Constant  Return  is  the  same 
I er  unit  of  commodity,  whether  much  or  little  is  produced. 

Since  Expense  of  Production  cannot  vary.  Price  cannot  vary. 

It  will  be  necessary  to  make  Supply  equal  to  the  Demand 
A-'hich  will  be  called  forth  by  a Price  equal  to  the  Expense  of 
1 roduction  In  this  case,  Expense  of  Production  determines 

] rice.  Price  determines  Demand,  and  Demand  determines 
Supply. 

(2)  In  the  case  of  a commodity  which  is  produced  under 
conditions  of  Diminishing  Return,  Supply  can  only  be  in- 
creased at  an  increased  expense  of  production  per  unit. 

Supply  will  determine  Expense  of  Production  ; Expense  of 
Production  will  tend  to  be  equal  to  Price;  Price  will  deter- 
1 line  Demand,  (a)  If  the  Demand  thus  determined  be  not 
^qual  to  the  Supply,  Price  will  be  affected.  If  Demand  be 
g reater  than  Supply,  Price  will  rise,  permitting  an  increase  of 
S.upply.  (h)  If  demand  be  less  than  Supply,  Price  will  fall, 
r ecessitating  a diminution  of  Supply. 

(3)  In  the  case  of  a commodity  which  is  produced  under 
conditions  of  Increasing  Return,  Supply  can  be  increased  at 
a decreasing  expense  of  production  per  unit. 

^ Supply  will  determine  Expense  of  Production  ; Expense  of 
I roduction  will  tend  to  be  equal  to  Price  ; Price  will  deter- 
mine Demand. 

If  the  Demand  thus  determined  be  not  equal  to  the  Supply, 

I rice  "will  be  affected.  (a)  If  Demand  be  greater  than 
Supply,  it  can  be  satisfied  at  a lower  Price,  since  a greater 
upply  may  be  produced  at  a lower  Expense  per  unit.  Price, 
t leiefore,  will  rise  temporarily  during  the  temporary  short- 
age of  supply,  but  will  subsequently  fall  when  the  condi- 
t ons  of  increasing  return  come  into  play.  (6)  If  Demand 
le  less  than  Supply,  Price  will  full;  but  what  will  be  the 
1 isult  of  that  fall  ? It  may  cause  either  (i.)  a diminution  [, 

i 1 Supply,  with  a consequent  rise  in  Expense  of  Production 
and  therefore  in  Price,  which  will  still  further  check  Demand, 
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or  (ii.)  an  increased  Supply  at  a lower  Expense  of  Production 
and  Price ; the  fall  in  Price  may  call  forth  a Demand  equal 
to  the  Supply  at  the  lower  Price. 

13.  — Joint  Production. — In  some  cases  two  or  more- 
commodities  are  produced  by  one  and  the  same  process,  r.//.,. 
w'heat  and  straw,  gas  and  coke,  mutton  and  wool,  and  all 
“ by-products.”  In  such  cases  the  expense  of  production  of 
the  joint  products  tends  to  be  equal  to  the  sum  of  the  prices 
of  both.  But  how  are  their  values  with  reference  to  each  other 
regulated  ? Producers  will  endeavour  to  sell  them  in  the  same 
relative  quantities  as  they  are  produced.  If  at  given  prices, 
total  price  repays  expense  of  production,  but  there  is  diffi- 
culty in  getting  rid  of  the  whole  of  one  of  the  commodities, 
the  price  of  the  latter  will  be  slightly  lowered  and  sales  stimu- 
lated, and  that  of  the  other  slightly  raised  and  sales  checked. 
Briefly,  the  commodities  being  produced  in  a certain  ratio, 
their  prices  must  be  such  as  to  cause  a demand  for  them  in 
the  same  ratio. 

14.  — Alternative  Demand.— The  demand  for  any 

commodity  is  influenced  not  only  by  the  price  of  that  com- 
modity, but  by  the  price  of  others.  This  relation  is  most 
striking  in  the  case  of  groups  of  commodities  which  can  to 
some  extent  replace  each  other  in  consumption  : tea, 

coffee,  cocoa  ; beef,  mutton,  pork;  wool,  linen,  cotton,  silk. 
If  the  supply  of  one  member  of  such  a group  should  be  di- 
minished, the  rise  in  its  price  wdll  be  checked  by  the  transfer 
of  part  of  the  demand  for  it  to  the  alternative  commodities, 
w’hose  price  will  also  tend  upward  in  consequence.  Similarly, 
an  increase  in  the  supply  of  one  member  of  a group  will  tend 
to  force  down  the  price  not  only  of  that  member,  but  of  all 
the  members  of  the  group. 

15.  — Normal  and  Market  Value  (or  Price). — 

Market  Price  is  the  actual  price  realised  in  a market.  Normal 
(or  Natural)  Price  is  that  price  towards  which  market  prices 
constantly  tend.  If  market  price  be  so  low  that  sellers  lose 
on  the  transaction,  supply  wdll  be  reduced  and  price  will  rise  ; 
if  it  be  so  high  that  extraordinary  profits  are  made,  supply 
will  be  increased  and  price  will  fall ; if  it  be  such  as  to  give 
the  profits  which  are  usually  expected  in  the  trade,  it  is 
Normal,  and  there  is  no  tendency  to  change.  As  thus  de- 
fined, Normal  Price  is  measured  by  Expense  of  Production. 


Let  equal  distances  on  o x represent  millions  of  tons  of  coal. 
Let  equal  distances  on  o y represent  shillings.  Suppose  that 
ai  os.  per  ton  sellers  will  be  willing  to  sell  one  million  tons  * 
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at  10s.  three  million  tons ; at  15s.  four  million  tons.  We 
may  represent  these  figures  by  points  on  the  diagram  in  the 
line  s s,  which  is  called  the  “supply  curve.”  Further,  sup- 
pose that  at  5s.  per  ton  buyers  will  be  willing  to  take  six  mil- 
lion tons  ; at  10s.  three  million  tons  ; and  at  15s.  one  million 
tons.  We  represent  these  figures  similarly,  by  points  in  the 
line  D D,  called  the  “demand  curve.”  The  point  of  intersec- 
tion of  the  two  curves  indicates  the  quantity  which  will  tend 
to  be  bought  and  sold,  and  the  price  which  will  tend  to  be 
paid.  The  price  wdll  be  “market  ” or  “ normal,”  according 
as  the  curves  are  curves  of  “ market  ” or  “ normal  ” supply 
and  demand. 

The  student  should  construct  curves  illustrating  the  various 
cases  of  value. 


QUESTIONS  AND  NOTES. 

1.  State  and  illustrate  the  operation  of  the  Law  of  Demand  and  Supply. 

How  is  it  modified  in  the  case  of  a monopoly  1 Define  carefully  the 
words  in  italics.  (/>•/.,  Drel.) 

2.  Define  the  terms  Utility,  Marginal  Utility,  Demand.  Carefully 

explain  the  relation  between  Demand  and  Price,  and  show  the  way  in 
which  this  limits  the  power  of  monopolists  to  raise  prices.  Illustrate 
your  answer  from  the  case  of  coal.  (^.6'.  of  Taxes.) 

3.  Explain  the  way  in  which  a monopoly  price  is  determined,  taking 

as  an  illustration,  railway  rates,  both  for  goods  and  passengers.  Are  we 
justified  in  assuming  that  the  price  which  will  give  the  greatest  profit  to 
the  monopolist  is  necessarily  higher  than  the  price  which  would  result 
from  unlimited  competition?  (B.I.,  Fin.) 

4.  What  is  generally  understood  by  the  “natural  value’’  of  any 

article  ? Show  that  the  value  of  all  things  that  cannot  be  indefinitely 
increased  is  governed  by  demand  and  supply.  {Cert.) 

The  value  of  all  commodities  is  governed,  directly,  by  demand  and 
supply.  If  demand  increases  f which  means  that  at  the  same  price  as 
previously  obtained,  buyers  are  willing  to  take  more  than  they  previously 
have  done)  price  rises,  and  if  demand  decreases,  price  falls.  If  supply 
increases,  price  falls,  and  if  it  decreases,  price  rises.  “ Things  that  cannot 
be  indefinitely  increased  ” should  mean  commodities  produced  under 
conditions  of  Diminishing  Return,  but  it  probably  refers  to  things  whose 
supply  cannot  be  increased  at  all.  In  this  case.  Expense  of  Production 
cannot  affect  value.  The  value  of  a particular  thing  is  never  affected  by 
its  expense  of  production.  It  is  the  expense  of  producing  similar  things 
that  indirectly  affects  its  value,  by  influencing  Supply;  e.y.,  suppose 
that  while  there  is  on  the  market  a large  stock  of  bicycles  which  cost  £-5 
each  to  make  and  are  selling  at  £6,  a bicycle-making  machine  is 
invented  capable  of  turning  out  bicycles  at  a cost  of  £3  each,  and  the 
owner  offers  bicycles  as  good  as  the  existing  stock  at  £4  each.  If  he  can 
■supply  the  demand  called  forth  by  the  price  of  £4,  holders  of  the  old 
•stock  can  not  get  more  than  that  price  for  their  cycles,  which  they  will 
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therefore  be  obliged  to  sell  at  a loss.  Hence  it  has  soiiietimes  been  said 
that  Value  depends  on  Cost  (meaning  Expense  (iii.,  3)  not  of  Production, 
but  of  Re-production.  But  this  verbal  correction  is  not  needed  if  the 
doctrine  of  Expense  of  Production  is  properly  understood. 

0.  A celebrated  horse  was  lately  sold  for  15,000  guineas ; an  ordinary 
riding  horse  can  be  bought  for  say  £50.  Explain  by  what  laws  respectively 
the  value  is  determined  in  these  cases.  (Cert.) 

0.  “ The  proposition  that  the  normal  price  of  a product  is  equal  to  its 

cost  of  production  is  under  certain  assumptions  a true  statement ; but  it 
is  in  almost  all  cases  an  insuliicient  one.”  State  the  assumptions,  and 
show  why  the  proposition  requires  to  be  supplemented.  {A.S.  of  Taxea.) 

7.  In  what  sense,  and  under  what  conditions,  can  the  value  of  a com- 

modity be  said  to  be  determined  by  its  cost  of  production  ? Illustrate 
your  answer  by  reference  to  the  cases  (a)  of  gold,  {h)  of  English  wheat, 
(c)  the  daily  newspaper.  (B.I.,  Prel.) 

8.  “ The  first  effect  of  increased  demand  is  to  raise  prices,  the  ultimate 

effect  is  toiowei  them.  Carefully  explain  what  you  mean  by  **  Increased 
Demand,”  and  generally  examine  on  what  conditions  the  above  state- 
ment would  be  true.  Prel.) 

9.  Explain  and  illustrate  the  economical  terms  Cost  of  Production, 

Effective  Demand,  xsormal  \alue.  Market  \ alue.  What  causes  the 
Market  \ alue  of  a commodity  to  undergo  vapid  changes,  even  while  its 
Normal  Value  is  constant?  (Cert.) 

10.  Distinguish  between  the  Normal  and  th<!  Market  Values  of  a Com- 
modity, and  explain  concisely  how  each  is  regulated.  (Cert.) 

It  is  said  by  F.  Walker  that  (1)  Market  Value  is  determined  by  Final 
Utility,  while  (2)  Normal  Value  is  determined  by  Final  Sacrifice  (or 
Dis-utility).  (1)  If  a definite  quantity  of  goodi  is  actually  put  on  the 
market  and  sold  “ without  reserve  ” (he.,  all  sold  at  the  best  price  they 
will  fetch),  price  is  determined  simply  by  the  Final  Utility  of  that  quan- 
tity to  buyers.  If  a “ reserve  ” (price  below  which  sellers  refuse  to  sell) 
is  fixed,  then  such  reserve,  if  it  comes  into  operation,  determines  Final 
I^  tilit\ , a id  t li e state  of  demand  will  determine  the  quantity  of  goods 
that  will  be  sold.  (2)  Normal  Price  tends  to  be  equal  to  Expense  of  Pro- 
duction. Different  portions  of  the  supply  are  produced  at  different 
expenses  (xix.,  0).  The  normal  price  must  be  sufficient  to  repay  the 
expense  of  production  of  that  portion  of  the  supply  which  is  produced  at 
the  greatest  expense.  We  may  assume  that  the  greatest  expense  of  pro- 
duction corresponds  to  the  greatest  cost  of  production,  and  such  Cost  is 
called  Final  Sacrifice  or  Dis-utility.  The  least- favoured  producer  ceases 
production  when  he  judges  that  the  price  he  will  get  for  the  portion  of 
his  output  which  is  produced  at  the  greatest  sacrifice  will  no  more  than 
repay  that  sacrifice. 

11.  Distinguish  between  Normal  and  Market  Value,  and  show  how 

they  are  connected.  What  circumstances  affect  normal  price?  Howms 
it  influenced  by  changes  in  Supply  or  Demand  ” (P  T-,  Prel.) 

12.  Give  an  analysis  of  the  chief  causes  of  fluctuations  in  Market 

Values.  What  circumstances  have  in  recent  times  tended  (a)  to  diminish, 
(h)  to  increase  these  fluctuations,  and  on  what  Values  have  they  operated 
respectively?  (P.L,Fiv.) 

13.  Define  the  economical  terms:—  value,  market  value,  natural 

value,  and  price.  Why  cannot  there  be  a general  rise  or  fall  of  values, 
but  can  be  a general  rise  or  fall  of  prices  I (Cert.) 
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14.  How  is  the  value  of  a commodity  determined  which  is  produced 
as  incidental  to  the  production  of  some  more  important  commodity,  e.g., 
molasses  in  the  production  of  sugar,  straw  in  the  production  of  wheat  ? 

(Cert.) 

15.  How  far  and  in  what  way  does  cost  of  production  contribute  to 

determine  price  (a)  where  there  is  competitive  production,  (h)  where 
there  is  monopoly,  (c)  where  two  commodities  may  be  used  as  substitutes 
for  one  another?  (P-I-,  Fin.) 

1(5.  What  is  Value,  and  on  what  does  the  value  of  a commodity 
depend  ? Distinguish,  with  examples.  Value  from  Utility  ; Value  from 
Price.  Examine  the  assertion,  “ Value  is  inherent  only  in  services.” 

(Cert.) 

We  have  seen  that  the  value  of  a thing  is  always  relative.  But  the 
attempt  has  sometimes  been  made  to  conceive  a Real  or  Absolute  or 
Ideal  or  Natural  Value.  Thus  Adam  Smith  thought  that  “ the  nature  of 
things  has  stamped  upon  corn  a real  value,  which  cannot  be  altered  by 
merely  altering  its  money  price  ....  That  value  is  equal  to  the  quantity 
of  labour  which  it  can  maintain  ....  The  real  value  of  every  other 
commodity  is  finally  measured  and  determined  by  the  proportion  which 
its  average  money  price  bears  to  the  average  money  price  of  corn  ” (W. 
of  N.,  iv.,  5).  This  makes  labour  an  absolute  measure  of  value;  but  we 
have  seen  that  no  exact  comparison  can  be  made  of  different  kinds  or 
quantities  of  labour. 

In  a vague  way  we  may  trace  back  Value  to  Labour  by  observing  that 
Production  always  involves  Labour,  and  that  Capital  maybe  regarded  as 
a sort  of  crystallised  Labour. 

But  these  remarks  throw  no  real  light  on  the  questions  raised  under 
the  head  of  Value. 

17.  Carefully  explain  what  is  meant  by  the  Equation  of  Demand  and 

Supply.  Are  any  general  truths  known  in  regard  to  the  way  in  which 
demand  varies  with  variations  in  price  ? (B-I-,  Prel.) 

18.  What  economic  causes  affect  the  jirice  of  goods  ? Discuss  the 

probability  of  an  increase  or  decrease  in  the  prices  of  ; — ivory,  motor 
ears,  bricks,  horses,  early  editions  of  Shakspeare.  (L.C.C.,  Jun.) 

19.  In  the  year  1898  a war  broke  out  between  the  United  States 

1/ 

and  Spain  : shortly  afterwards  there  was  a sudden  rise  in  the  price  of 
wheat  in  England.  Explain  the  connection  between  the  two  events. 

(L.C.C.,  Jun.) 


CHAPTER  X. 

MONEY. 

1. — Barter. — The  primitive  form  of  exchange  is  Barter, 
the  direct  exchange  of  any  commodity  for  any  other  com- 
modity. Its  inconvenience  lies  in  the  “ double  coincidence 
of  wants  and  possessions  ” which  it  requires.  The  man  who 
has  a canoe  to  spare  and  wants  a spear  cannot  satisfy  his 
desire  by  means  of  exchange  until  he  meets  with  another  who 
wants  a canoe  and  can  spare  a spear. 
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2.— Money.— The  government  of  a country  in  which 
tarter  was  practised  might  greatly  facilitate  exchaime  by 
If  suing  pieces  of  paper  stamped  with  various  figures  (1,  2,  5, 
c^c.),  and  enacting  that  no  one  else  should  issue  such  jDapers, 
a ad  that  the  papers  should  exchange  for  each  other  and  for 
o jher  commodities  in  the  ratios  of  the  impressed  figures  If 
Mhen  such  papers  wwe  in  universal  use,  it  became  known 
that  a canoe  usually  exchanged  for  | lOOj  , and  a spear 

Cl  I 50J  j then  the  man  who  had  a superfluous  canoe  mi^j^ht 

ai  once  sell  it  for  | lOO  | , and  with  this  could  buy  a spear, 

receiving  also  \ 50  | to  make  up  the  value  of  , lOO  l . The 

necessity  of  “double  coincidence”  would  be  avoided;  the 
man  who  bought  the  canoe  might  not  have  a spear ; the  man 
w 10  sold  the  spear  might  not  want  a canoe.  Further  the 
respective  values  of  canoe  and  spear  couM  be  more  exactly 
ccinpaied  and  adjusted  than  was  possible  by  barter. 

8.— -E  volution  of  Money. — The  pieces  of  paper  above 
desCiibed  would  be  money.  But  historically,  perhaps,  no 
su3h  case  as  we  have  imagined  has  ever  occurred,  althoimh 
paper  money  seems  to  have  been  known  in  China  in  the  9tb 
ce  itury.  The  substances  most  widely  employed  as  money  at 
th ) present  time  are  gold  and  silver,  which  have  come  to 
oojupy  that  position  by  a process  which  we  may  sketch 
as  follows:  Silver  (to  speak  for  convenience  of  that  only) 

wis  first  desired  as  an  ornament,  and  anybody  who  had 
afurplus  of  other  commodities  was  willing  to  barter  such 
su  plus  for  it.  It  would  follow  that  anybody  who  had  a quan- 
tit of  silver  by  him  and  needed  other  commodities  could 
ns  lally  obtain  such  commodities  in  exchange  for  his  silver 
wtich  would  thus  tend  to  be  used,  not  only  as  an  ornament! 
bu,  also  as  a store  of  value.  Persons  having  a surplus  of 
goods  at  any  time  would  exchange  them  for  silver  as  a means 
of  oroMdmg  for  future  wants.  It  is  only  an  extension  of  this 

pn  ctice  to  effect  all  exchanges  by  means  of  silver,  or,  in  other 
avoi’ds,  to  employ  silver  as  money. 

of  Money. — The  qualities  or  attributes 
which  it  IS  desirable  that  money  should  possess  may  be  thus 
staged  : — 

(1)  Value.  This  is  implied  in  the  fact  that  money  is 
exchanged  for  other  commodities,  and  it  implies  that  money 
hai  Utility.  The  only  utility  of  paper-money  is  that  of 
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effecting  exchanges,  and  it  has  a negligeable  expense  of  pro- 
duction. Most  of  the  objects  used  as  money,  especially  gold 
and  silver,  are  sought  after  for  other  purposes  as  well,  and 
have  a substantial  expense  of  production. 

(2)  Portability.  On  the  one  hand,  money  should  be  as 
light  and  portable  as  possible,  and,  on  the  other,  it  should  not 
be  inconveniently  small.  It  is  said  thatLycurgus  obliged  the 
Lacedaemonians  to  use  iron  money  in  order  that  its  weight 
might  deter  them  from  trading.  In  the  18th  century  copper 
money  was  used  in  Sweden,  and  merchants  had  to  carry  it  in 
wheelbarrows.  The  demand  for  and  supply  of  gold  have 
hitherto  been  so  related  as  to  give  great  value  in  comparatively 
small  bulk.  Gold  or  silver  can  be  carried  between  London 
and  Paris  and  insured  for  about  8s.  per  cent.,  and  between 
London  and  any  part  of  the  globe  for  from  £2  to  £3  per  cent. 
For  small  amounts  gold  is  too  valuable.  A gold  penny  would 
weigh  only  half  a grain. 

(3)  Durability.  A sovereign,  which  weighs  about  123-27417 
grains  when  fresh  from  the  Mint,  is  reduced  by  fair  wear  and 
tear  to  122-5  grains  in  from  15  to  20  years.  When  it  weighs 
less  than  122-5  grains,  it  ceases  to  be  legal  tender.  With 
equal  wear,  small  coins  lose  a greater  proportion  of  their 
weight  than  large  coins  do. 

(4)  Homoyeneity  and  Divisibility.  Metals  and  alloys  may 
be  made  almost  absolutely  uniform  in  quality  ; they  can  be 
divided  Avith  ease  and  accuracy,  and  can  be  re-united  with 
little  loss.  Slaves  and  cattle,  Avhich  have  been  employed  as 
money,  and  precious  stones,  which  are  sometimes  used  as  a 
store  of  value,  are  lacking  in  these  qualities. 

(5)  Stability  of  Value.  The  durability  of  gold  and  silver 
prevents  fluctuations  in  the  supply  of  those  metals  from 
rapidly  affecting  their  values,  since  the  total  stock  in  existence 
is  large  compared  with  the  annual  production.  The  world’s 
stock  of  corn  is  rarely  more  than  half  as  large  again  as  the 
amount  of  the  annual  harvest,  whereas  the  Avorld’s  stock  of 
gold  and  silver  is  perhaps  fifty  times  as  large  as  the  annual 
production. 

(6)  Coynizability.  “ The  capability  of  a substance  for  being 
easily  recognized  and  distingui.shed  from  all  other  substances.” 
To  successfully  counterfeit  gold  or  silver  coins  is  very  difficult. 

Paper-money  possesses  the  above-named  qualities  in  the 
highest  degree.  Its  value  is  entirely  under  the  control  of  the 
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ssiier  (x.,  7),  and  miaht  be  kept  more  stable  than  that  of  any 
Dther  kind  of  money.  It  wears  well,  and  can  be  cheaply 
eplaced.  In  portability,  divisibility,  and  homogeneity  it 
nay  be  considered  perfect,  while  it  may  be  so  manufactured 
is  to  render  counterfeiting  even  more  difficult  than  in  the 
oase  of  gold  and  silver. 

5.— Functions  of  Money.— (1)  The  fundamental  aud 

defining  function  of  money  is  that  of  acting  as  the  Medium 
of  Exchange,  ^\e  may  define  money  as  a commodity  which 
: s universally  accepted  in  exchange  for  all  other  commodities, 
vith  no  intention  on  the  part  of  the  receiver  to  use  it  in  any 
other  way  than  to  effect  further  exchanges. 

^ Froiii  this  it  follows  that  money  is  (2)  a Measure  of  Value. 
'.  \\  alker  prefers  to  call  this  function  that  of  the  Common 
Denominator  in_  Exchange,  for  the  reason  that  Value  is  a 

Katio,  and  a ratio  can  be  expressed,  but  not  measured.  As  to 
this  see  ix.,  5. 

(8)  Money  is  a Store  of  Value. 

(4)  Money  is  sometimes  said  to  act  as  a Standard  of  Value 
c r Standard  for  Deferred  Payments.  ’ 

Loans  are  of  two  kinds ; (1)  where  the  actual  thing  lent  is 
t)  be  returned,  as  the  loan  of  a bicycle  ; (2)  where  a certain 
quantity  of  a certain  commodity  is  delivered,  and  the  same 
quantity  of  the  same  commodity  is  to  be  returned.  If  Alpha 

Ends  Beta  PIO,  Beta  need  not  pay  back  the  same  coins  that 
he  received. 

When  money  is  lent,  the  real  object  of  the  parties  is  that 
t.ie  same  quantity  of  “ purchasing-power  ” shall  be  returned 
a 5 was  advanced.  Money,  then,  is  regarded  as  a Standard  of 
\alue;  i.e.,  lender  and  borrower  assume  that  the  same 
q lantity  of  money  will  have  the  same  purchasing-power  at 

tl  e period  of  repayment  as  it  had  at  the  period  of  advanciim 
tl  e loan.  ^ 

6-  ^Money  a Commodity. — If  I sell  a horse  for  £20, 
aud  with  the  money  received  for  the  horse  buy  a bicycle,  I 
n ay  regaid  the  transaction  as  in  effect  an  exchange  of  the 
h use  for  the  bicycle.  In  that  view,  the  nioney  is  merely  the 
medium  of  exchange.  But  money  is  itself  a commoditi/.  The 
sfle  of  the  horse  is  itself  a complete  exchange,  not  half  an 
e*  change.  The  value  of  the  horse  equals  the  value  of  the 
£.10.  Money  is  a commodity  having  value,  which  is  deter- 
mined in  accordance  with  the  general  laws  of  v’alue. 
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7. — Value  of  Money. — When,  therefore,  we  speak  of 
the  value  of  money,  we  shall  use  the  expression  in  the  same 
sense  as  when  we  speak  of  the  value  of  any  other  commodity. 
It  rises  as  the  quantity  of  commodities  for  which  a given 
amount  of  money  will  exchange  increases,  and  falls  as  such 
quantity  decreases.  Thus  it  is  indicated  by  the  general  level 
of  prices,  and  varies  inversely  as  such  level  (ix.,  6). 

But  “ value  of  money  ” is  also  popularly  used  in  two  other 
meanings: — (1)  The  Rate  of  Interest;  the  price  of  the  ex- 
tended loan  of  purchasing-power  ; (2)  The  Rate  of  Discount ; 
the  price  of  the  temporary  use  of  legal  tender.  This  is  the 
sense  in  which  money  is  said  to  be  “ cheap  ” or  “ dear  ” in 
the  “ City.” 

The  value  of  money,  as  of  all  other  commodities,  is  deter- 
mined immediately  by  Demand  and  Supply,  Expense  of 
Production  only  affecting  Value  through  Supply.  Paper- 
money  is  always  issued  by  a monopolist,  usually  the  Govern- 
ment, which  having  the  Supply  entirely  under  control,  can 
regulate  Value  at  will.  The  issue  of  gold  and  silver  money 
is  now  also  a Government  monopoly  in  most  countries,  and 
therefore  the  value  of  such  money  may  be  greater,  to  any 
extent,  though  of  course  it  can  never  be  less,  than  the  value 
of  an  equal  weight  of  uncoined  metal  of  the  same  quality. 

Gold  and  silver  are  produced  under  conditions  of  Va'^rying 
Return.  A discovery  of  rich  deposits,  or  of  better  methods  of 
working,  produces  the  effects  of  Increasing  Return  ; the  ex- 
haustion of  known  deposits  produces  the  effects  of  Diminishing 
Return.  The  production  of  these  metals  will  be  extended 
until  Diminishing  Return  raises  the  Expense  of  Production, 
estimated  in  the  metal  produced,  to  equality  with  the  quantity 
produced;  e.f/.,  an  ounce  of  gold  being  worth  £3  17s.  lOi-d., 
the  production  of  gold  will  be  pushed  until  at  the  least  pro- 
ductive mine  it  costs  £3  17s.  lO^d.  to  produce  an  ounce  of 
the  metal. 

Thus  the  laws  of  Supply  apply  to  money  as  to  other  com- 
modities. Paper-money  has  a purely  monopoly-value.  Gold 
or  silver  money  depends  for  its  value  chiefly  on  the  value  of 
the  metal  contained  in  it.  We  have  seen  that  the  supply  of 
such  metal  is  governed  by  expense  of  production  ; but  the 
total  stock  of  the  metal  is  so  great  in  comparison  with  the 
annual  production  that  variations  in  production  at  the  mines 
influence  the  value  of  the  metal  but  slowly. 
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We  now  proceed  to  consider  the  law  of  Demand  for  Monev 
e ave  seen  that  together  with  an  increase  in  a man’s  stoc^* 

in  tne  intensity  of  his  desire  for  more.  It  would  seem  that 
this  rule  does  not  apply  to  Money,  tor  the  following  reasons  ■— 

^ r ul  “"'y  for  the  sake  of  ihe 

gs  It  will  procure,  and  the  quantity  of  thinirs  that  may 

^'*f2l’ Mon““’'^'^  r 9«antity°of  money.  ^ 

but  il  onus  '’Tf  “ ’ T form  of  satisfaction, 

out  all  forms.  I desire  a certain  quantity  of  monev  in  order 

to  procure  food.  AVhen  I have  ei/ough  tor  that  purpose  my 

tood-money  is  satisfied,  but  I desire  money  none  the 

ess  on  that  account,  because,  having  food,  I want  clothes 

& mTvf  '’■f  “‘r-’  activity,  and  all  these 

Thi  ^ satisfied,  in  part  at  least,  by  means  of  money 

The  result  of  this  Constant  Utility  is  that  whatever  the  Supply 
of  money  inay  be,  the  whole  of  it  is  taken  by  those  who  iiut 

ommodilie?r‘‘'T  °tLr  ™rds  oC 

ham^nf  \ ^ fl  “"’selves  that  this  really 

or  hoarder/  ‘^“>=cr  transferred 

disused  in  England  at  the  present  day. 

he  Demand  for  money  is  the  whole  quantity  in  circula- 

be  hiiJhTr^^otv' "^^^ether  that  value 
le  high  or  low,  the  demand  is  tor  the  whole  of  the  money 

The  Supply  of  money  is  the  same  as  the  Demand  rh  the 

total  quantity  m circulation.  There  neier  is,  therefore"’that 

discrepancy  between  Supply  of  and  Demand  tor  money  whkh 

ometimes  occurs  in  the  case  of  other  commodities,  and  pro 

ices  lariations  between  Market  and  Normal  Price.  The 

Nonna  '^ueri’  ‘hat  between  Market  and 

woimal  Value)  does  not  apply  te  money. 

thanges  in  the  value  of  money  are  measured  by  chano-es  in 
;he  general  level  of  prices.  An  increase  in  the  quantity  of 

nonej,  I.C.  to  lower  prices.  An  increase  in  the  quantity  of 
noney  tends  to  lower  its  value,  f.e.,  to  raise  prices^  Theorise 

I’f  el!  proportional  to  the  increase  which  causes  it 

f commodities  on  the  market  double  in  quantity,  prices  faU 

to  half ; If  money  doubles,  prices  double.  Aifd  ^hrsame 
%nitatis  inntcaidis,  of  a decrease.  ’ 

8.— The  “Quantity  Theory.”— In  order  to  obtain 


.1 


EXCHANGE — MONEY. 


71 


a clear  notion  of  the  way  in  which  the  general  level  of  prices 
is  determined,  let  us  begin  by  excluding  everything  savouring 
of  Credit,  and  let  us  suppose  that  money  is  not  permitted  to 
be  paid  at  any  other  hour  than  at  the  stroke  of  mid-day. 
There  being  no  credit,  sales  take  place  only  in  the  morning 
and  are  completed  at  noon.  Each  person  finds  it  necessary 
to  keep  by  him  a reserve  of  coin,  to  meet  the  probable  excess 
of  payments  over  receipts  on  any  given  day.  If  general  prices 
are  high,  this  reserve  will  be  greater  than  if  prices  are  low, 
but  whether  prices  are  high  or  low,  the  reserve  will  bear  the 
same  proportion  to  the  total  of  his  receipts  and  payments. 
Out  of  the  total  of  the  circulating  medium  of  the  country, 
then,  it  is  necessary  to  allow  for  a proportion  which  has  to  be 
kept  idle  by  way  of  reserve  against  contingencies. 

This  deduction  made,  we  may  say  that  the  value  of  all 
goods  changing  hands  on  any  given  day  equals  the  value  of 
the  whole  of  the  money  in  the  country.  If  the  quantity  of 
goods  and  the  quantity  of  money  should  vary  in  the  same 
ratio,  the  level  of  prices  would  remain  stable.  But  if  those 
quantities  should  vary  in  different  ratios,  the  level  of  prices 
would  alter;  if  the  quantity  of  goods  offered  for  sale 
to-day  were  double  the  quantity  offered  yesterday,  quantity  of 
money  being  the  same  as  yesterday,  there  would  be  a sharp 
fall  in  prices  to  a half  of  what  they  were  yesterday. 

Let  us  notice  a possible  case.  Suppose  that  a number  of 
persons,  not  previously  engaged  in  trade,  become  “middle- 
men,” whereas  there  had  hitherto  been  no  such  occupation 
known.  They  buy  up  goods  to  sell  again  in  the  same  con- 
dition. There  is  no  increase  in  the  quantity  of  commodities 
in  existence,  no  increase  in  the  satisfaction  obtainable  by  the 
consumption  of  goods,  nevertheless  a greater  quantity  of 
commodities  will  be  offered  for  sale  each  day,  since  the  same 
commodities  will  come  into  the  market  more  frequently  than 
before.  The  general  level  of  prices  will  have  to  fall. 

It  seems  to  have  been  imagined  by  certain  writers  that,  as 
in  this  case,  prices  fall  because  the  same  goods  are  offered  for 
sale  more  frequently  than  before,  so  some  manipulation  of 
money  (apart  from  any  form  of  credit)  is  possible,  by  which 
prices  may  be  raised,  the  same  money  coming  on  the  market 
more  often  than  it  had  previously  done.  Such  a change  they 
describe  as  an  increase  in  the  “ rapidity  of  circulation  ” or  the 
“efficiency  of  money  ” (J.  S.  Mill). 
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ousLess  hAh^r T“i!’  ""‘‘g'neony  alteration  in 

excepting 

>he  abolition  or  aiminution  of  a practice  of  hoarding  or  the 
adoption  of  some  form  of  credit.  ^ 

■ il't'hVnT  ™7  °",i'“f?‘nary  illustration  by  supposing  that 

; ml  t!,r  f posited  in  a bank, 

Zl  ‘be  same  nominal  amount.  When  a 

man  pays  away  a £5  note,  he  transfers  his  right  to  five 

1 is  dTspos;i'''^T^  ^cd<}ent  apart,  actually  exist  at 

^oteSe1sT"n^"^  ^ve^suppoJe  that  the 

ote-issue  is  doubled,  everything  else  reniiiining  the  same  so 

a raTa'fTnme  . circumstances,  when  a man  pays 

tltui  1 M ^ ‘‘■“■"sfers  a right  to  five  sovereigns  which 
a e oiX  </y‘ M-rt.  do  „„t  exist  at  his  disposal.  There 

iideed  “ ™P“'‘ty  of  circulation" 

eed.  Tuo  persons  may  simultaneouly  transfer  the  ri^ht 

t(  the  same  com  But  there  is  also  a form  of  Credit.  If  the 
wilT/  “''n  oftered  for  sale  remains  the  same,  prices 

aV  th?sa!  m ® “ay  be  dedt  in 

<11  tne  same  prices  as  previously. 

of  Circulation.— In  effect,  under  the 
Cl  cumstances  supposed,  each  coin  lying  in  the  Bank  does 

( im  e the  work  that  it  did  previously.  We  therefore  adopt 

S'dff  3,° " cireulation  ” to  expre.ss  theeffectof 

Ti  e chief  the  use  of  metallic  money 

lie  <^1  et  ineans  by  which  such  economy  is  effected  are 

^1)  JxGduction  of  hoarding. 

[2)  Use  of  credit  instruments. 

8,  Banking ; (rt)  Organisation  of  dealings  in  money 
(h)  Economy  of  hanking  reserves  ^ ’ 

os 

golfiiyheEng^^^^^^^  economy  of 

QUESTIONS  AND  NOTES 

(B.i.  Prel.) 
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3.  Rapidity  of  Circulation  is  thus  defined  by  J.  S.  Mill  (Principles, 
iii.,  c.  8,  § 3).  “ The  amount  of  goods  and  of  transactions  being  the 
same,  the  value  of  money  is  inversely  as  its  quantity  multiplied  by 
what  is  called  the  rapidity  of  circulation.”  This  only  applies  “ to  a state 
of  things  in  which  money,  that  is,  gold  or  silver,  is  the  exclusive  instru- 
ment of  exchange,  and  actually  passes  from  hand  to  hand  at  every  pur- 
chase, credit  in  any  of  its  shapes  being  unknown.”  Statements  to  the 
same  effect  are  made  by  Prof.  Nicholson  [Money  [1897],  63-4, 147,  383), 
and  others. 

It  is  easier  to  follow  the  meaning  of  those  writers,  who  connect  the 
notion  of  “ rapidity  of  circulation  ” with  credit-operations. 

“ A given  quantity  of  the  precious  metals  is  made  to  do  infinitely  more 
work  by  means  of  banks  than  it  would  do  if  there  were  no  banks.” 
Giffen,  Essays  in  Finance,  ii.,  106  (1887). 

If  a banker  “ discounts  wMth  that  portion  of  his  banking  capital  which 
is  raised  by  deposits,  he  does  not  increase  the  amount  of  the  currency, 
but  gives  it  increased  rapidity.”  Gilrart,  Bankiny,  i.,  129,  141  (1882). 

5.  What  is  money  ? State  concisely  the  qualities  required  in  a sub- 

stance used  as  money.  What  different  meanings  are  attached  to  the 
term  ” value  of  money  ” 1 (Cert.) 

6.  In  what  different  senses  is  the  term ‘‘the  value  of  money  ” em- 

ployed ? Examine  into  the  connection  and  difference  between  these 
various  senses.  (A.S.  of  Taxes.) 

7.  Account  for  the  well-known  ambiguity  in  the  phrase  ” value  of 
money.”  In  what  cases  may  “ cheap  money  ” make  ■'  cheap  capital  ” ? 

(A.S.  of  To. res.) 

8.  Explain  the  quantity  theory  of  money.  How  is  it  modified  in 

actual  circumstances  in  the  case  of  metallic  money,  and  how  is  it  affected 
by  the  use  of  credit  ? Does  the  value  of  metallic  money  conform  in  any 
degree  to  cost  of  production?  (B.I.,  Fin.) 

9.  Explain  and  distinguish  the  different  senses  in  which  the  term 

value  of  money  is  used.  ” How  can  gold  be  scarce  when  the  market  rate 
of  discount  averages  1 p.c  ? ” “ Money  is  generally  cheap  to  borrow 

when  it  is  dear  to  buy.”  Discuss  these  positions.  {B.I.,  Prel.) 

10.  Show  that  gold  and  silver  are  marketable  articles,  whether  as 
coin  or  as  manufactured  goods.  Why  are  they  suitable  for  small  trans- 
actions ? How  is  their  place  supplied  in  larger  transactions?  (Cert.) 

11.  Bank-notes  and  Cheques.  We  define  money  as  the ‘‘medium  of 
exchange.”  liefer  to  the  illustration  (xi.,  6)  of  Alpha  and  Beta  and  the 
bill  of  exchange.  The  bill  there  is  used  as  the  medium  of  exchange.  A 
cheque,  being  a bill  of  exchange  (xi.,  4),  may  therefore  be  used  as 
money.  So,  of  course,  may  a bank-note.  It  thus  appears  that  a credit- 
document  may  be  money.  F.  Walker  seems  to  think  that  if  a document 
is  a Credit,  it  cannot  also  be  money.  He  says  that  bank-notes  are 
money,  because  in  so  far  as  they  are  credit,  they  are  so  only  as  between 
holder  and  issuer,  whereas  the  question  ‘‘money  or  not”  depends  on 
their  relation  to  payer  and  receiver,  between  whom  they  are  not  credit. 
But  he  denies  that  cheques  are  money,  “ simply  because  cheques  are  a 
form  of  credit,  both  between  the  holder  and  the  issuer,  and  between  the 
buyer  and  the  seller  (i.e.,  the  payer  and  receiver  of  the  cheque) ; while, 
between  the  buyer  and  the  seller,  the  bank-note,  as  has  been  remarked, 
is,  in  effect,  final  payment  ” (Money,  1888,  pp.  398-9j. 
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CHAPTER  XI. 

CREDIT. 

Debt.'  ^ payment,  which  is  called  a Debit  or 

If  Alpha  has  lent  Beta  £1000  at  ^ n ^ i 

pemrtou  to  us°e  r”‘‘  T^®'  f”'’  7^“  I 

L;j  - - 

paid  as  an  inducement  to  the  lender  to  o-ive  tinio 
ne™r  te  tha?I„to.7t  ifpf; 

-ee.n  t “/enclin, J ™o„e| 

0 t eiender,  who  permits  the  borrower  t^o  n.ake  use  of  i ® 

I5  the  corresponding  legal  Liability.  ° 

3.— Good  and  Bad  Credit — “ Credit  ” is  used  in  p 
cifferent  sense  when  we  speak  of  a man’s  credit  beino-  aood  or 
Lad,  high  or  low.  This  means  that  others  are  ”dlC  o 

t e.7or'his  r)?b?  hiS‘  l‘'f  i‘’/'"KT  ‘heir  com, nodi- 

n eet’all  legll  claim“’'  solvency,  or  ability  to 

tr  isT^hretdit  riy  “s 

H.n^er  hie  Debt  to  a thirfl  person  "’Without  aI  dra's  “co” 

gi  r to”wha?f  cSts 

1 ^ are  called  various  “forms”  of  Credit 

Tliese  may  be  thus  classified  ; 
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(1)  Book-debts. 

(2)  Promissory  notes  and  bank-notes. 

(3)  Bills  of  exchange  and  cheques. 

(4)  A miscellaneous  class,  comprising  “Bonds,”  “ Rentes,’' 
“Funds,”  “Debentures,”  &c. 

A Book-debt,  or  book-credit  (debit  and  credit  being  merely 
the  two  sides  of  the  same  thing)  is  a debt  which  is  not 
evidenced  by  a special  document, 

A Promis.sorii  Note  is  a transferable  written  document  con- 
taining a promise  to  pay  a sum  of  money.  A bank-note  is  a 
promissory-note  issued  by  a bank,  payable  on  demand,  and 
transferable  by  mere  delivery.  If  the  holder  gave  value  for 
the  note  in  good  faith,  the  bank  cannot  refuse  payment  on 
the  ground  that  the  person  from  whom  he  took  the  note  had 
stolen  it. 

A Bill  of  E.x'chaivje  is  a transferable  written  order  to  pay  a 
sum  of  money.  The  person  who  gives  the  order  is  called  the 
“ drawer,”  the  person  to  whom  it  is  addressed,  who  usually 
of  course  is  a debtor  to  the  drawer,  is  called  the  “ drawee.” 
The  latter  may,  on  presentation  of  the  bill  to  him,  write  his 
name  on  it.  So  doing  is  called  “ acceptance,”  and  amounts 
to  a promise  by  the  drawee,  now  called  the  “ acceptor,”  to 
pay  the  bill  according  to  its  tenor.  A cheque  is  a bill  of 
exchange  drawn  on  a banker,  payable  on  demand.  When 
goods  are  sold  on  credit  it  is  very  usual  for  the  seller  to  draw 
a bill  upon  the  buyer  for  the  price,  payable  at  the  time  when 
the  term  of  credit  will  expire. 

5. — Credit  and  Capital. — The  relation  of  credit  to 
capital  has  been  much  discussed.  The  following  passage 
from  Ricardo  is  typical : — “ I have  no  notion  of  credit  being 
at  all  effectual  in  the  production  of  commodities — commodi- 
ties can  be  produced  only  by  labour,  machinery,  and  raw 
materials,  and  if  these  are  to  be  employed  in  one  place,  they 
must  necessarilv  be  withdrawn  from  another.  Credit  is  the 
means  which  is  alternately  transferred  from  one  to  another  to 
make  use  of  capital  actually  existing  ; it  does  not  create 
capital,  it  only  determines  by  whom  that  capital  shall  be 
employed.” 

It  would  seem  that  if,  by  means  of  Credit,  the  control  of 
capital  is  transferred  from  those  who  make  little  or  no  use  of 
it  to  those  who  make  a better  use.  Credit  is  highly  “ effectual 
in  the  production  of  commodities,”  though  indirectly. 
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We  can,  however,  state  the  relations  of  Credit  anrl  Po  v i 

be  worth  as  much  as  100  sovereigns  may 

ihat  it  may  be  used  as  CaS^  undeniable 

nerchant  fr  bank.  " feSf  ^ 

nuch  as  do  his  dpsk^  onri  ^^ealtn  at  least  as 

'Tiuch’r  ‘hereti^e  so  mSe 

ot  the  foirowing"^.etu^^^ 

that  the  iSer "s° two*?sW^^^^  amrtba?™’‘''l 

corresponding  Debit  ^ considered  the 

IhUB'eu".tb^f?r‘"  wealth. 

-aeti;t:  afno^t  - oj' 

I 'ebt  as  negative  wealth  "”‘y 

solvency,  is  of  course  not 

"S'aretT::l‘r(l':t ^> 

cr=di7to?ll'v  *’*''‘=®®— If  *“  seller  is  willing  to  »ive 

.ueh  as  t t"eli 

gHe^l  iZetan  ’ ’ ‘f-o  question  must  be  investi- 

;xxx,rxr'"“’ ^ 

;.  :.«,..ai.i  .i'ssK : “,r  S’rx  rs 

ri.y  every  year  betvv^een  Christmas  and  JCaster  and  who 
S customary  to  give  three  months’  book-credits  to  some 


I 


EXCHANGE CREDIT.  77 

extent  during  that  period  only.  Can  prices,  by  this  device,  be 
kept  up  the  year  round  in  spite  of  the  temporary  increase  in 
volume  of  commodities  ? Certainly  during  the  busy  season 
prices  need  not  fall,  for  sellers  are  willing  to  give  credit,  and 
buyers,  therefore,  are  not  pinched  by  the  necessity  of  finding 
money  with  which  to  make  their  purchases.  But  what  will 
happen  between  Easter  and  Midsummer  ? During  this  period 
there  will  be  the  ordinary  cash  payments  to  make,pZH.s  the  book- 
debts  contracted  during  the  busy  season  and  now  falling  due. 
The  money  required  for  paying  off  the  debts  will  diminish 
the  quantity  available  for  making  fresh  purchases,  and  prices 
must  fall  in  proportion  to  the  expansion  in  commodities 
whose  effect  has  been  delayed  by  means  of  credit.  It  would 
seem,  then,  that  untransferred  book-debts  may  affect  prices 
temporarily,  but  not  in  the  long  run.  They  alter  the  period 
of  payment,  but  do  not  provide  anything  with  which  to  make 
the  payment. 

Credit  Instruments  and  Prices.  Let  us  now  vary  the  illus- 
tration given  above  by  supposing  that  payments  between 
Christmas  and  Easter  are  made  by  bill  of  exchange  payable 
three  months  after  date,  and  that  during  their  currency  such 
bills  are  freely  transferred.  E.g.,  Alpha  buys  goods  of  Beta, 
and  Beta  draws  on  him  at  three  months.  Next  day  Beta  buys 
goods  of  Gamma,  and  transfers  to  him,  in  payment,  the  bill 
on  Alpha.  If  at  the  end  of  the  three  months,  Alpha  pays  the 
amount  of  the  bill  to  Gamma,  the  demand  for  metallic  money 
will  only  be  the  amount  of  tbe  bill,  whereas  tiro  transactions 
to  that  amount  will  have  been  carried  out.  Here,  then, 
rapidity  of  circulation  has  been  increased,  and  prices  have 
been  kept  up  as  effectually  by  a credit  instrument  as  they 
could  have  been  by  an  addition  to  the  coin  in  circulation. 

Beta  might  keep  the  bill  on  Alpha  in  his  desk  during  the 
three  months  of  its  currency.  In  that  case  the  bill  would 
have  no  more  effect  on  prices  than  a mere  book-debt. 

There  is  a third  mode  of  employing  the  bill  Beta  may 
desire  to  turn  it  into  coin  at  once.  In  that  case,  he  may 
induce  Delta  to  “ discount  ” the  bill  for  him.  Delta  gives 
him,  in  exchange  for  the  bill,  something  less  than  its  “ face- 
value,”  the  difference  being  called  “ discount.”  The  trans- 
action is  really  a loan  by  Delta,  and  the  discount  is  interest. 
In  this  case,  rapidity  of  circulation  may  be  said  to  be  dimi- 
nished, inasmuch  as  the  money-value  of  the  purchase  has  to 
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bj  handed  over  in  coin  when  Delta  discounts  the 

r e te  "‘\inrneTt^“  presentation  by 

time  it  ii  i-  ‘“‘0  eireulatiou,  and  every 

t ine  It  IS  ttansferred  by  way  of  payment  it  economises  coin  ^ 

Pn'cVs  tlTus  to  the  effect  of  Credit  on 

dir^it  e&cTon  priLs^aTal"'  - 

(2)  Credit  in  the  sense  of  a le^-al  rio-ht  if  mnf,.ov,  e i 

(d)  I he  transfer  of  a credit  document  as  paymrat  affects 

ahomth  to  the  sanm 

;j)  The  currency  of  credits  is  usually  limited  because  it 

de  , ends  on  the  credit  (reputation  for  solvency)  of’the  Ibto 

hen  eliect  on  prices  is  correspondingly  limited 

_ ^ank-notes  which  are  created  for  the  purpose  of  beina 

cir  lukted.  and  which  change  hands  as  oftei/  as  coinf  svould 

do  affect  prices  as  much  as  coins  of  equal  amount  would  do 

u s ot  exchange  are  usually  transferred  very  few  times  as  a 

rule,  and  therefore  have  but  little  influence  on  prices  \s  to 
cheques,  see  xv.,  10.  piioc.s.  as  to 

the  principal  economic  functions  ot  Credit,'^'  enumerate 
( ) It  fticilitcitGS  tliG  tniiisfGr  of  rfim’tnl  frr»v»-»  iU  i 

,,,.i . ,i.a. , I,  „ .i,ix“  s 

(2)  Stimulates  production  and 
(1)  Lessens  the  number  of  idle  persons.  It 
Collects  small  amounts  and 

thin  /Ld  “>«es  convenient  for  making 

(8  Tides  over  periods  of  misfortune. 

on  a bsini  t™de'rth“mrro«td  capita'' 

(2)  It  stimulates  speculation.  When  the  rate  of  interest 
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falls  very  low,  the  eagerness  of  capitalists  to  obtain  a return 
for  the  loan  of  their  money  often  induces  them  to  lend  for 
purposes  which  hold  out  little  reasonable  hope  of  a return. 

(3)  It  permits  competition  to  be  carried  on  at  a low  level 
of  morality  (vi.,  8). 

(4)  It  may  create  a practical  monopoly  (vi.,  8). 


QUESTIONS  AND  NOTES. 

1.  What  are  the  principal  forms  of  Credit  in  a country  like  ours? 
Show  how  Credit  promotes  the  growth  of  wealth.  (Cert.) 

^ hat  is  credit,  and  what  are  the  chief  forms  of  credit  documents 
used  in  modern  commerce  ? Which,  if  either,  proposition  do  you  con- 
sider true  : ((f)  “ Credit  is  capital,”  (/;)  “Credit  multiplies  the  efficiency 
of  capital”?  (Cert.) 

3.  What  are  the  principal  forms  of  credit  used  in  an  advanced  indus- 

trial and  commercial  community  ? How  does  a development  of  credit 
affect  prices?  {Cert  ' 

4.  Give  your  opinion  on  the  statement  in  Mill’s  Political  Econoiny 
that  “ Credit  (like  money)  acts  upon  prices,  not  only  as  to  its  amount, 
but  also  as  to  the  number  of  times  it  changes  hands.”  (L.C.C.,  ,Sejf.) 

The  words  “ like  money  ” refer  to  the  doctrine  of  Eapiditv  of  Circula- 
tion (x.,  9). 
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CHAPTER  XII. 

COMPETITION. 

1. — Bargaining  is  the  negotiation  between  buyer  and 

I seller,  in  which  the  former  tries  to  secure  a lo^v,  the  latter  a 
high,  price.  It  is  also  called  the  “higgling  of  the  market.” 
In  the  wholesale  markets,  business  is  commonly  carried  on  by 
bargaining.  In  retail  trade,  at  the  present  time,  in  the  most 
advanced  countries,  bargaining  is  not  usual  ; its  place  has 
been  taken  by  the  system  of  “ fixed  price.?.”  Fixed  prices  in 
I retail  trade  save  the  loss  of  time  and  trouble  involved  in  bar- 

f gaining,  and  facilitate  business.  A purcha.ser  can  easily  and 

^ quickly  compare  prices  and  qualities  offered  by  different 

t traders,  and  select  those  that  best  suit  his  requirements. 

i ' 

K 

2. — Competition  is  a process  between  buyer  and  buyer, 
or  seller  and  seller.  It  is  the  effort  to  get  business  by  the 
■ offer  of  better  terms  than  others  are  willing  to  give.  Buyers 

f compete  when  they  try  to  outbid  each  other  : sellers  when 

they  try  to  undersell  each  other.  A sale  by  auction  is  a 

I 
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typicfil  GXciiiiplG  of  compGtition  uniong  buyors.  Tho  only  wfty 
to  gGt  a “ lot  ” is  to  bid  highor  than  anyone  else. 

Unless  there  is  keen  and  effective  bargaining,  competition 
will  be  ineffective.  Thus  in  retail  trade,  when  buyers  are 
accustomed  to  fixed  prices,  they  often  continue  to  pay  much 
highei  lates  than  sellers  could  and  would  take  if  they  were 
pressed.  The  consequences  are  sometimes  baneful.  Thus 
F.  Walker  points  out  that  in  the  United  States,  between  18G0 
and  18/0,  the  proportion  of  “middlemen  ’ increased  enor- 
mously, by  reason  of  a rise  in  prices,  enabling  retail  dealers 
to  “push  up  prices  unduly,  working  on  the  ignorance  of 
buyers.  The  extravagant  profits  thus  realised  had  not,  as 
IS  well  known,  the  effect  to  invite  true  competition,  tending 
}0  reduce  prices,  but  merely  served  to  allow  the  multiplication 
3f  shops  and  stands  at  every  corner,  and  to  support  an  armv 
)f  middlemen.” 

Bargaining  and  Competition  are  processes  for  fixing  prices. 
There  are  other  modes  of  fixing  prices,  ejj.,  Custom,  Law, 
Monopoly.  Many  professional  charges,  such  as  the  physician’s 
ijuinea,  the  lawyer’s  six-and-eightpence,  are  fixed  by  custom 
)r  la^\ . Monopoly  inay^^  be  vested  in  a single  producer  or  in 
a group  of  producers  who  act  in  concert  by  agreement.  In 
1 he  latter  case  the  Monopolist  is  called  a Combination,  a 
lig,  a Corner,  a Trust,  a Pool. 

8-  Patents. — “Letters  Patent”  in  a wide  sense  means 
a grant  by  the  Crown  of  some  right  or  privilege,  as  a title  of 
lionour,  or  official  position. 

A “ Patent  ” generally  means  such  a grant  of  the  sole  and 
exclusive  right  to  “use,  exercise,  and  vend  ” an  invention 
'vithin  the  kingdom.  In  ancient  times  the  Crown  asserted  a 
jirerogative  right  to  grant  a monopoly,  i.e.,  in  effect  a pro- 
hibition to  all  persons^  except  the  monopolist  (or  “patentee,” 
if  the  grant  were  by  letters  patent),  to  deal  in  a specified 
I rticle.  This  prerogative,  however,  was  not  unlimited,  and 
ill  the  reigns  of  Elizabeth  and  James  L,  complaints  were 
1 lade  in  Parliament  of  grants  of  monopolies  which  were  said 
ti  be  illegal  by  the  common  law.  In  1624  the  Statute  of 
Monopolies  declared  all  monopolies  void,  with  the  exception 
c f patents  for  new  inventions,  to  be  granted  for  not  more 
t lan  fourteen  years.  An  abstract  principle  cannot  be  patented ; 
ror  can  a discovery,  as,  <?.//.,  that  a known  substance  can 
produce  eff’ects  previously  unknown. 
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The  essential  point  is  that  the  patentee  should  be  the  first 
person  to  make  the  invention  known  in  this  country,  and  the 
privilege  is  granted  as  a quasi-price  paid  by  the  community 
for  the  communication  to  it  of  a new  invention.  The  term  of 
fourteen  years  may  be  extended  under  special  circumstances. 

A patentee  will  fix  the  price  of  his  patented  commodity 
high  or  low,  on  the  same  principles  that  guide  other  monopo- 
lists. If  his  patent  relates  to  sub-marine  boats  he  will  probably 
fix  the  price  high,  because  his  sales  would  be  no  larger  if  it 
were  low ; if  his  patent  relates  to  electric  bells,  he  will  pro- 
bably fix  the  price  almost  as  low  as  competition  would  force 
him  to  do,  because  at  a low  price  he  will  effect  large  sales. 

On  the  expiration  of  the  patent,  {a)  of  a high-priced  article, 
price  may  rapidly  fall,  since  other  producers  will  be  ready  to 
take  advantage  of  the  large  profits  ; {h)  of  a low-priced  article, 
price  need  not  fall,  and  competition  may  appear  but  slowly. 

In  either  case,  competitors  may  be  long  deterred  from 
encroaching  on  the  trade,  if  the  capital  required  for  the 
manufacture  be  very  expensive  and  highly  specialised. 

4, — A Combination  to  raise  prices  in  a market,  if  it  is 
to  succeed,  must  include  nearly  all  the  producers  who  can 
supply  that  market;  it  must  be  able  to  impose  social  or 
pecuniary  penalties  on  any  member  who  may  undersell  it, 
and  the  commodity  must  either  be  such  that  demand  will  not 
be  much  diminished  by  a rise  in  price,  or  the  fact  of  combina- 
tion must  enable  production  to  be  carried  on  at  a lower 
expense  of  production.  The  expenses  of  management  and 
advertisement  will  often  be  largely  decreased  by  combination, 
and  thus  the  monopolists  may  reap  good  profits  without 
raising  prices. 

Under  corresponding  circumstances,  there  may  be  a success- 
ful combination  of  buyers  to  force  down  prices.  The  most 
important  example  of  this  is  the  labour  market.  “ Masters 
are  always  and  everywhere  in  a sort  of  tacit,  but  constant  and 
uniform,  combination  not  to  raise  the  wages  of  labour  above 

their  actual  rate  ” (A.  Smith). 

On  the  other  hand,  “collective  bargaining”  (xxix.,  1)  is 

in  efifect  a combination  of  sellers  of  labour. 

A Pool  is  a combination  for  the  purpose  of  not  competing, 
which  takes  three  forms ; — 

(1)  Agreements  to  divide  the  field  of  business,  r.//.,  railways 
agree  not  to  build  into  each  others’  agreed  territories  ; 
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(2)  Agreements  to  divide  business  on  a stated  basis ; 

(3)  Agreements  to  divide  earnings  on  a stated  basis.’ 
ctuch  agreements  are  held  to  be  in  restraint  of  trade  and 

therefore  illegal  in  the  United  States  ; but  the  law  is  evaded 
oy  the  formation  of  a Tnu^t,  by  transferring  to  trustees,  who 
ire  pledged  to  carry  out  the  desired  objects,  sufficient  shares 
t u concerns  to  enable  the  trustees  to  act  with 
meet.  Such  a Trust,  therefore,  is  usually  a large  combination 
sontrollmg  the  manufacture  and  output  of  some  necessary 
i.ommodity,  often  involving  a considerable  rise  in  price. 

bugar  milk,  petroleum,  have  been  thus  monopolised  in  the 
jnited  States. 

Riiliimri  the  Market,  or  forming  a ifiV/,  is  the  operation  of 
i peculatively  buying  in  the  hope  of  driving  prices  up  and  then 
i higher  prices.  Or  the  opposite  course  may  be 

ollowed,  of  making  contracts  for  the  future  sale  of  commodi- 
lies,  in  the  hope  of  pushing  prices  down  and  then  buyino-  at 
1 he  lower  prices,  goods  wherewith  to  fulfil  the  contracT  of 

1 J u’ by  ^ Corner. 
t holders  of  the  commodity  can  combine  and  agree  to  with- 

l.old  their  stocks,  they  may  force  the  speculators  to  pay  hi»h 
1 rices  for  the  goods  which  they  have  contracted  to  deliver. 

it  IS  a similar  case  when  workmen  combine  to  demand  hi»h 
A 'ages  for  labour  which  is  necessary  to  the  employer  in  ord^er 
t lathe  may  execute  contracts  already  made. 

But  in  other  cases  of  wages,  and  in  the  case  of  commodities 
\ 'hich  are  to  be  sold  under  ordinary  conditions,  high  prices 
rsually  dimmish  demand  so  much  that  Rigs  and  Corners 
nrely  succeed.  In  1888  a syndicate  was  formed  to  rig  the 
cipper  rnarket,  and  obtained  control  of  the  bulk  of  the  copper 
si^pply  of  the  whole  world.  Price  was  advanced  from  £40  to 

I90  per  ton,  whereupon  demand  fell  off  to  such  an  extent 
t lat  the  combination  failed. 


QUESTIONS  AND  NOTES. 

A f ai'e  patent  rights,  and  on  what  grounds  are  they  economicaJlv 

d Sensible?  Tell  briefly  what  you  know  of  the  English  lavras  to  palents 

Edison  and  Swan  s patent-rights  m incandescent  electric  lamps  have 

jist  expired.  Show  what  you  think  will  be  the  effect  to  the  producers 
ai  id  the  consumers.  i ^uucers 

« wi'  . “ combination  ” as  an  economic  phenomenon 

Specially  its  influence  on  the  value  of  (a)  commodities,  (1,) 

{A.S.  or  Iaxc!<.) 
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3.  What  conditions  are  most  favourable  to  the  success  of  corners  and 

trusts,  and  what  classes  of  commodities  are  best  able  to  be  monopolised 
by  those  means  ? By  what  means  can  monopolies  of  this  kind  best  be 
cheeked  ? Fin.) 

4.  Sketch  the  history  of  the  monopolies  in  the  reigns  of  Elizabeth 

and  James  I.  {L.C.C.,  Sen.) 

5.  “ If  a speculator  has  bought  a million  quarters  of  Wheat,  and  by 

withholding  them  from  the  market  has  raised  the  price  ten  shillings  a 
quarter — just  so  much  as  the  price  has  been  raised  by  withdrawing  a 
million  quarters,  will  it  be  lowered  by  bringing  them  back  ; and  the 
best  he  can  hope  is  that  he  will  lose  nothing  except  interest  and  his 
expenses.”  Discuss  this  statement.  (L.C.C.,  Sen.) 

The  statement  is  made  by  J.  S.  Miix  {Principle:^,  iv.,  2,  § o).  but  seems 
doubtful.  It  is  well  established  that  a deficiency  in  the  ordinary  supply 
of  such  a commodity  as  wheat  will  raise  price  more  than  in  proportion 
to  the  deficiency.  It  has  been  said  that  a deficiency  in  the  supply  of 
corn  of — 

1 tenth  raises  price  above  the  usual  level  by  3 tenths 
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This  table  is  usually  called  Gregory  King’s  law.  The  figures  are  to  be 
taken  as  merely  illustrative,  and  not  as  actual.  Let  us  suppose  that  the 
million  quarters  mentioned  by  Mill  are  two-tenths  of  the  usual  supply, 
and  that  the  usual  price  is  12/6  per  quarter.  The  wdthholding  of  the 
million  quarters  raises  price  to  22/6.  Half  the  million  quarters  can  now 
be  sold  at  prices  varying  from  22/6  to  16/3,  and  the  remaining  half 
million  at  prices  varying  from  16/3  to  12/6. 

If  the  whole  supply  could  be  engrossed  by  a single  combination,  it 
would  pay  to  destroy  part  of  the  stock,  since  the  price  of  the  remainder 
would  rise  more  rapidly  than  its  quantity  would  diminish.  It  is  an  easy 
exercise  to  calculate  how  much  of  the  stock  would  be  actually  put  on  the 
market  by  such  a combination,  so  as  to  secure  the  greatest  total  profit 
assuming  Gregory  King’s  table  to  be  correct. 


CHAPTER  XIII. 

MARKETS. 

1. — The  market  for  any  given  commodity  is  the  aggregate 
of  dealers  in  that  commodity  whose  bids  and  offers  affect  its 
price.  “ Originally  a market  was  a public  place  in  a town 
where  provisions  and  other  objects  were  exposed  for  sale  ; but 
the  word  has  been  generalised,  so  as  to  mean  any  body  of  per- 
sons who  are  in  intimate  business  relations,  and  carry  on  ex- 
tensive transactions  in  any  commodity.  A great  city  may 
contain  as  many  markets  as  there  are  important  branches  of 
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trade,  and  these  markets  may  or  may  not  be  localised.  The 
central  point  of  a market  is  the  public  exchange,  mart  or 
auction  rooms,  where  the  traders  agree  to  meet  and  transact 
business.  In  London  the  Stock  Market,  the  Corn  Market, 
the  Coal  Market,  the  Sugar  Market,  and  many  others,  are 
distinctly  localised;  in  Manchester  the  Cotton  Market,  the 
Cotton  Waste  Market,  and  others.  But  this  distinction  of 
locality  is  not  necessary.  The  traders  may  be  spread  over  a 
whole  town  or  region  of  country,  and  } et  make  a market,  if 
they  are,  by  means  of  fairs,  meetings,  published  price  lists, 
the  post  office,  or  otherwise,  inclose  communication  with  each 
other.  Thus,  the  common  expression  ^loney  Market  denotes 
no  lociility  ; it  is  applied  to  the  aggregate  of  those  bankers, 
capitalists,  and  other  traders  who  lend  or  borrow  money,  and 
who  constantly  exchange  information  concerning  the  course  of 
business”  (Jevons,  of  Political  Economy  [1888],  84-5). 

The  following  points  are  to  be  noted  : — 

(1)  A “ market,”  in  the  technical  sense  here  adopted  is  not 
a “ place.” 

(2)  There  is  a separate  market  for  each  separate  commodity, 
distinct  qualities  of  a commodity  being  taken  as  separate 
commodities. 

2. — The  Law  of  Indifference  — Jevons  lays  down 
the  maxim  that  “ in  the  same  open  market,  at  any  one 
moment,  there  cannot  be  two  prices  for  the  same  kind  of 
article,”  which  he  deduces  from  the  consideration  that  “ when 
a commodity  is  perfectly  uniform  or  homogeneous  in  quality, 
any  portion  may  be  indifferently  used  m place  of  an  equal 
portion.”  This  he  calls  the  Law  of  Indifference.  The  maxim 
must  be  accepted  with  care,  as  the  statement  merely  of  a 
tendency,  not  of  fact.  Such  a tendency  obviously  will  exist, 
inasmuch  as  no  dealer  will  be  willing,  if  he  can  help  it,  to 
accept  worse  terms  than  any  other. 

But  in  the  most  perfect  actual  market,  if  several  bargains 
are  made  simultaneously,  there  will  inevitably  in  some  cases 
be  different  prices  made  at  the  same  time  ; otherwise  there 
would  be  no  competition.  While  if  a market  be  so  organised 
that  only  one  sale  takes  place  at  any  one  moment,  e.y.,  if  all 
goods  are  put  up  to  auction  successively,  then  the  maxim 
becomes  a truism. 

8.— Conditions  of  a Good  Market.— The  following 
are  the  conditions  of  a good  market ; — 
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(1)  Publicity  as  to  prices,  quantities  sold,  and  names  of 
dealers.  This  diminishes  the  risk  of  combination,  and  does 
no  harm  to  honest  traders. 

(2)  Easy  ascertainment  of  quality  of  commodity.  This 
chiefly  depends  on  the  nature  of  the  commodity.  The  quality 
of  barley  cannot  be  satisfactorily  described  without  samples. 
Securities  dealt  in  on  the  Stock  Exchange  have  their  nature 
and  history  described  in  public  documents,  and  every  dealer 
may  know  exactly  what  he  is  buying  or  selling. 

(3)  Organisation  : “ without  organisation  a market  is 

defenceless  against  fraud.”  All  the  members  of  the  Stock 
Exchange  are  bound  by  Rules,  whose  breach  may  be  punished 
by  loss  of  membership.  Retail  buyers  are  usually  quite 

unorganised. 

(4)  Considerable  size : t.g.,  large  volume  of  dealings,  and 
large  capital  at  the  disposal  of  dealers.  Otherwise  prices  will 
fluctuate  frequently  and  widely. 

4. — A Perfect  Market.— In  a perfect  market  there 
should  be  : — 

(1)  No  combination,  but  an  indefinite  number  of  separate 
interests  competing  on  each  side. 

(2)  Only  one  price  at  the  same  time. 

(3)  A “ close  ” price.  This  implies  that  the  market  is  con- 
stituted by  middlemen,  i.e.,  dealers  who  merely  buy  and  sell. 
The  selling  prices  of  these  dealers  must  of  course  be  higher 
than  their  buying  price  at  the  same  time,  and  the  difference 
between  the  two  (called  the  “ turn  ” or  the  “turn  of  the 
market,”  on  the  Stock  Exchange)  is  their  gross  profit  on  the 
transaction.  When  the  “ turn  ” is  small,  there  is  said  to  be 
a “ close  price  ” for  the  commodity.  Consols  may  usually  be 
either  bought  or  sold  with  a turn  of  ^ : i.e.,  the  dealer  makes 
a gross  profit  of  2/6  on  £100  or  more. 

In  retail  markets  the  dealer’s  gross  profit  may  average 
25  p.c.  On  such  goods  as  pictures,  gross  profit  may  rise 

above  75  p.c. 

(4)  Capacity  to  effect  large  transactions  at  short  notice  and 
with  little  effect  on  price.  £200,000  of  Consols  may  be 
bought  or  sold  without  affecting  their  price  by 

(5)  Speed  and  facility  in  effecting  transactions. 

Excellence  in  the  market  will  tend  to  keep  price  steady, 

and  therefore  to  make  production  and  employment  continuous. 

5.  — Retail  Markets  are  far  from  economically  “perfect.” 
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There  is  often  a combination,  tacit  or  express,  among  sellers 
lo  keep  up  prices.  Buyers  are  seldom  keen  to  get  best  value- 
i or  money.  Prices  vary  less,  both  from  place  to  place  and 
i rom  time  to  time,  than  in  wholesale  trade,  and  are  fixed 
more  by  Custom  than  by  Bargain  and  Competition. 

6. — Speculation  is  dealing  in  commodities  with  the 
j urpose  of  making  a profit  out  of  a difference  between  buying 
s nd  selling  prices  at  (not  the  same  time,  as  in  ordinary 
{ ealing,  but)  different  times. 

^ A merchant  buys  goods  of  the  manufacturer  and  sells  at  a 
1 igher  price  to  retailers.  He  performs  services  to  society,  in 
1 eeping  a stock  of  the  commodity,  and  in  transferring  it  from 
I lace  to  place,  which  enable  him  to  make  his  profit.  He 
^ §0  on  making  a profit  for  years,  while  manufacturers’ 
I rices,  wholesale  prices,  and  retail  prices  respectively,  do  not 
■'ary.  If,  however,  either  of  these  prices  .should  vary,  there  is 
gn  opportunity  for  making  a profit  in  quite  a different  way. 
A dealer  who  foresees  a rise  of  price  will  buy  at  present  prices, 
leep  the  goods  until  the  rise  occurs,  and  then  sell  at  a profit. 
He  performs  no  service  to  society  apart  from  the  mere  buying 
and  selling.  He  is  a speculator.  But  speculation  is  far  from 
leing  iLseless  or  injurious  to  society,  as  it  is  sometimes 
s .ipposed  to  be. 

On  the  contrary,  speculation  performs  the  useful  office  of 
steadying  prices  and  consumption.  If,  for  example,  there  is 
an  exceptionally  abundant  harvest  in  any  year,  price  will  fall, 
and  a considerable  quantity  of  corn  wull  probably  be  w^asted, 
S3  that  before  the  succeeding  crop  is  gathered  in,  there  may 
even  be  a shortage,  and  a consequent  severe  rise  in  price. 
These  fluctuations  are  lessened  by  speculation.  The  corn- 
dealer,  as  soon  as  he  foresees  an  unusually  abundant  harvest, 
\'ill  hasten  to  sell  his  stocks  before  the  fall  in  price  occurs, 
V hich  he  knows  is  coming.  This  action  on  his  part  wull 
bring  about  the  fall  earlier  than  it  would  otherwise  take  place. 

I ut  the  fall  will  not  proceed  so  far  as  it  would  do  in  the 
absence  of  speculation.  For  speculators,  as  price  goes  dowm, 
will  buy,  against  the  subsequent  rise,  and  thus  check  the  fall. 
V^aste,  too,  is  thus  discouraged,  as  corn  does  not  become 
u iduly  cheap.  And  then,  as  the  year’s  supply  diminishes, 
and  prices  rise,  the  speculators  put  their  stocks  on  the  market, 
and  so  prevent  the  rise  going  so  far  as  it  otherwise  would  do. 

This  is  legitimate  speculation.  But  unprincipled  dealers 
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who  manoeuvre  to  produce  fluctuations  of  prices,  no  doubt  do 
harm  to  society  at  large. 

7. — Reaction  of  Markets.  — Markets  have  a reaction 
on  Production  and  on  Consumption.  We  have  seen  that 
good  market  organisation  tends  to  keep  prices  and  employ- 
ment steady.  There  is  also  an  educational  influence.  The 
producer  may  learn  from  the  display  and  comparison  of  goods 
and  prices  to  improve  his  methods,  wffiile,  in  the  same  w^ay, 
the  consumer’s  taste  may  be  cultivated,  and  new^  w^ants 
developed. 

QUESTIONS  AND  NOTES. 

1.  Explain  the  general  economic  meaning  of  the  term  Market,  and 
also  its  particular  meaning  in  the  passages :—(«)  “The  tone  of  the 
monet/ i/iarA-et  throughout  the  day  has  been  very  uncertain”;  (b)  “ The 
cotton  market  is  quiet,  with  a demand  mostly  for  local  mills.”  {Cert.) 

2.  “ Speculation  is  the  struggle  of  intelligence  against  chance.” 

Consider  the  economic  functions  of  the  dealer.  How  far  do  you  accept  the 
view  of  speculation  given  above?  Is  it  possible  to  draw  any  distinction 
between  speculative  operations  either  in  regard  to  their  economic  utility 
or  their  moral  aspect?  (Ihl.,  Fin.) 

3.  Explain  the  essential  functions  of  a good  market,  and  the  tests  of 

the  efficient  discharge  of  those  functions.  Define  a “ Close  Price.” 
Enumerate  the  circumstances  which  characterise  “ Investment.”  “ Specu- 
lative,” and  “ Marketable  ” securities  respectively.  {B-I-,  Prel.) 

Ini'e.<^tment  Secitrities  are  such  as  are  suitable  for  yielding  an  income. 
They  should  be  safe,  and  their  price  should  be  subject  to  as  little  fluctua- 
tion as  possible.  The  return  will  necessarily  be  moderate. 

Sjjeculatu'e  Securities  are  such  as  are  suitable  for  jdelding  a profit  on 
speculative  dealings  in  them.  They  should  be  dealt  in  frequently  and  to 
large  amounts,  and  their  price  should  vary  rapidly  and  considerably. 

Marketable  Securities  are  such  as  can  be  readily  bought  and  sold. 
There  must  be  a large  stock,  held  by  a great  number  of  persons,  yielding 
a regular  return,  and  not  subject  to  very  wide  fluctuations. 

4.  Consider  the  economic  effects  of  the  action  of  Dealers,  with  especial 
reference  to  the  attacks  which  have  recently  been  made  upon  time  bar- 
gains and  dealings  for  future  delivery  generally. 

What  do  you  consider  to  be  the  real  evils,  if  any,  incident  to  dealing 
on  the  wholesale  markets  ? Briefly  indicate  the  kind  of  market  policy 
most  likely  to  minimise  them.  (B.I.,  Fin.) 

A “ dealing  for  future  delivery  ” is  a sale  now,  delivery  of  the  article 
sold  being  postponed.  Such  sales  can  be  effected  on  most  of  the  great 
produce  markets,  and  widen  the  bounds  of  speculation,  by  permitting  a 
person  who  thinks  that  price  is  about  to  fall,  to  sell  for  future  delivery  at 
present  prices,  thus  enabling  him,  if  he  is  right  in  his  forecast,  and  price 
falls  before  the  agreed  time  for  delivery  arrives,  to  buy  in  order  to  execute 
his  contract,  at  a lower  price  than  that  at  which  he  has  already  sold  the 
same  goods. 

“ Time  bargains”  are  dealings  in  Stocks  and  Shares  for  future  delivery. 
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CHAPTER  XIV. 

CURRENCY. 

^ Money  and  “ Currency.” — In  the  chapter  on 

Money  we  have  considered  the  nature  of  money  generally. 
,,  f oow  approach  the  study  of  concrete  systems  of  money. 
J . \Valker  discards  the  term  “ currency,”  on  the  ground  that 
1 ,s  meaning  is  better  expressed  by  “ money  ” simply.  There 
riay,  however,  be  some  convenience  in  maintaining  a dis- 
t nction  between  “ money,  ’ that  which  performs  a certain 
f mction,  and  “ currency,”  money  as  organised  and  regulated. 

_2.— Systems  of  Currency.— The  following  are  the 
principal  systems  of  metallic  currency  which  have  been  in 

0 Deration  at  various  times  and  places. 

Currency  by  Weight.  Apart  from  legal  regulation,  metallic 
n oney  would  need  to  be  w'eighed  and  tested,  more  or  less 
a jcurately,  every  time  it  changed  hands.  The  invention  of 
C(  lining  dispenses  with  this  necessity,  and  permits  metallic 
n oney  to  pass  by  “ tale  ” (mere  counting,  without  weighing). 

Lmestricted  Currency  by  Tale.  If  people  use  coins  of  various 
iietals,  whose  relative  values  are  not  fixed  by  law,  w^e  may 
cull  this  a system  of  unrestricted  currency  by  tale.  For 
ir  stance,  in  England,  just  before  the  great  re-coinage  of  1696, 
tl  ere  were  in  circulation,  in  addition  to  English  coins  (some 

01  which  dated  from  Plantagenet  times),  French  pistoles, 
ODrinan  dollars,  Spanish  pieces  of  eight,  Dutch  florins, 
iiioiuores,  ducats,  and  others. 

The  relative  values  of  these  coins,  or  of  gold  and  silver, 
w ire  not  determined  by  law,  but  w^ere  left  to  market  estimate! 

Single  Legal  Tender.  Only  one  metal  is  “ standard  money.” 
F ns  was  the  case  in  England  from  the  time  of  Egbert  to 
that  of  Edward  III.,  and  again  from  1664  to  1717. 

Midtijde  Legal  Tender,  Two  or  more  metals  are  coined, 
ar  d debtors  allowed  to  pay  in  either  metal  at  their  option,  at 
a -atio  fixed  by  law.  This  is  the  principle  of  bi-metallism, 
and  was  in  force  in  England  from  1257  to  1664,  and  again 
from  1717  to  1816.  ° 

Composite  Legal  Tender.  Coins  of  one  metal  are  legal 
tc^ider  to  an  unlimited  extent  are  the  “ standard  money  ”), 

and  subsidiary  coins  of  other  metals  are  legal  tender  to  limited 
an  lounts. 

buch  is  the  present  English  system  of  metallic  money. 
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I 3.— Monetary  Unit.— Since  it  is  by  money  that  we 

I are  to  measure  the  value  of  all  other  commodities,  it  is  o t e 

I first  importance  to  define  the  unit  of  money  with  precision. 

I Instead  of  “ monetary  unit,”  Jevons  speaks  of  “ unit  of  \alue, 

I but  the  expression  is  misleading,  as  he  admits,  “ as  implying 

j the  existence  of  something  of  fixed  value.”  All  that  we  can 

I do  is  to  take  “ a fixed  quantity  of  some  concrete  substance, 

I defined  by  reference  to  the  units  of  weight  or  space,  and 

t refer  variations  in  the  relative  value  of  such  substance  and 

I any  other  commodity,  to  the  latter.  Ve  can  have  absolute 

J standards  of  weight  and  space,  because  weight  and  space  are 

I attributes  which  depend  on  laws  of  nature  which  for  our 

^1  purposes  may  be  regarded  as  unvarying,  and  therefore  t e 

I variations  of  our  standards  of  weight  and  space  {e.g.,  at  \aiy- 

^ ing  altitudes  and  temperatures)  may  be  calculated. 

We  have  not  yet  attained  to  an  absolute  standard  of  value, 
because  value  is  an  attribute  whose  variations  depend  on 
human  conduct,  and  such  conduct  is  not  at  present  exact  y 

calculable.  , . i 

A “caprice  ” of  fashion,  a change  in  tastes  or  habits,  an 

^ “ accidental  ” discovery  or  invention,  may  profoundly  aflect 

values.  , 

' We  do  not  necessarily  assume  that  the  value  of  money  does 

not  alter.  But  if  we  say  that  it  has  altered,  this  can  only 
; mean  that  we  are  referring  money  to  some  other  standaid. 

The  English  monetary  unit  is  the  “ pound  sterling.”  This 
i was  originally  a pound  weight  of  silver ; it  now  means 

123-27447  grains  of  gold  fine,  i.e.,  an  alloy  of  11  parts  of 
gold,  to  1 of  alloy  (.silver  and  copper). 

4.— Coining.— “ Coins  are  ingots  (masses  of  metal)  of 
i ! which  the  weight  and  fineness  are  certified  by  the  integrity  of 

I I designs  impressed  upon  the  surfaces  of  the  metal.  Coining 

' is  said  to  have  been  invented  about  900  B.C.  When  theie  is 

I confidence  in  the  weight  and  fineness  (f.r.,  proportion  of  pure 

metal  to  alloy)  as  certified  by  the  stamp,  coins  pass  by  tale. 
When  coining  is  not  employed,  or  there  is  no  such  confidence, 

metallic  money  can  only  pass  by  weight. 

Coins  have  at  different  times  and  places  been  made  ot 

’ many  different  metals  and  alloys. 

In  England,  at  the  present  time,  there  are  three  classes  ot 

coins  in  use:  gold,  containing  11  parts  fine  to  1 of  alloy  , 
i silver,  containing  925  parts  fine  to  75  of  alloy,  the  “ ancient 

right  standard  ” from  time  immemorial ; and  bronze. 
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Tho  objects  to  be  aimed  at  in  coining  are  ; 

(1)  To  prevent  counterfeiting  ; 

A To  prevent  fraudulent  removal  of  metal  from  the  coin* 
^ introduced  for  this  purpose  in  1696; 

(d)  lo  keep  the  loss  of  metal  by  legitimate  wear  and  tear 
a;  low  as  possible  ; 

(4)  To  make  the  coin  an  artistic  and  historical  monument. 

, 5.— The  English  Mint.— The  English  coinage  is. 
IS  med  by  a government  department  called  the  Mint,  which 
employs  the  Bank  of  England  as  its  agent  in  dealing  with 
tfce  public.  Any  one  can  sell  to  the  Bank  of  England  crold 
bullion  (uncoined  metal)  of  standard  quality  at  T3  17s.°9d. 
piroz.  The  Mint  buys  this  of  the  Bank  at  T3  17s.  104d. 
pir  oz.  _ihe  difference  of  l^d.  per  oz.  is  called  “ demurra<>e  ” 
became  it  is  regarded  as  a payment  for  the  advantage  of 
I turning  the  bullion  into  coin  at  once,  instead  of  waitino-  the 

time  which  would  be  occupied  in  coining  it,  if  the  actual 
bi  llioii  WGT6  rGturnGrl  in  thG  form  of  coin. 

k‘3  17s.  104d.,  then,  is  the  Mint  Price  of  Gold,  and  as  the 
co  nap  of  gold  at  the  English  Mint  is  not  only  “ free  ” (i.e., 
p 3 Mint  will  coin  any  desired  quantity),  but  also  “ gratuitous  ’’ 
no  charge  is  made  for  rninting),  this  means  that  an 
ounce  o gold  of  standard  quality  is  coined  into  three  soverei^^ns 
an  1 a fraction  of  a fourth  represented  by  ns.  lojd.  ^ 

FU  Li  • . 208. 

the  same  thing  is  expressed  by  saying  that  a sovereign 
we.ghs  123-2/447  grains  of  standard  gold.  The  Mint,  there- 
pe,  returns  to  the  Bank  the  same  weight  of  sovereigns  that 
It  1 eceives  of  standard  gold  to  be  coined. 

Seigniorage.— The  Mint  might  make  a charge  for 

Its  work,  h imght  either  coin  bullion  to  any  extent  desired 
by  the  public,  but  return,  in  the  form  of  com,  a less  weic^ht 
ot  netal  than  it  received  ; or  it  might  purchase  bullion  on°its 
ow  1 mitiative,  coin  it,  and  issue  the  coins  on  the  principles  on 
wp  ch  token  coins  are  issued  at  present.  In  the  latter  case, 

the  coins  could  only  be  kept  in  circulation  at  a money-value 

m ( xcess  of  their  bullion-value  by  a voluntary  restriction  of 
the  quantity  issued.  In  the  former  case,  there  would  be  an 
autmiatic  regulation  of  quantity  of  coins  issued  and  their 
moiiey-yalue,  since  no  one  would  submit  to  the  loss  of  metal 
involved  in  having  bullion  coined  unless  he  could  exchan^^e 
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the  coins  for  as  much  as  the  heavier  uncoined  bullion  delivered 
to  the  Mint. 

rj Legal  Tender  consists  of  those  forms  of  money 

which  the  law  of  the  land  compels  creditors,  in  the  absence 
of  special  agreement,  to  accept  in  discharge  of  their  clpns. 

In  England,  gold  is  the  “ standard,”  i.e.,  it  is  the  material  of 
the  monetary  unit,  and  is  legal  tender  to  any  amount,  proyidp 
that  it  weighs,  the  sovereign  at  least  122-5  grains,  pid  the 
half-sovereign  at  least  61-125  grains.  At  the  Bank  ot 
England  and  the  Government  offices  all  gold  tendered  is 

weighed,  and  a charge  made  for  any  deficiency. 

The  coinage  of  gold  being  free  and  gratuitous,  the  vMue 
of  "old  coins  cannot  vary  from  that  of  gold  bullion.  Ihe 
case  is  different  with  silver  and  bronze.  They  are  mpely 
small  change,  and  their  metal-value  is  avowedly  less  than 
their  money-value  (less  than  ^ in  the  case  of  silver,  anc 
about  A in  that  of  bronze).  The  demand  for  them  is  checked 
by  the  fact  that  they  are  legal  tender  only  in  limited  amounts, 
riz.,  £2  silver,  1/-  bronze.  Bankers  supply  silver  and  bronze 
to  their  customers  in  such  quantities  as  may  be  desired,  anc 
themselves  obtain  the  coin  from  the  Bank  of  England  as 
a"ent  for  the  Mint,  which  makes  a profit  on  the  issue 
of  these  ” token  ” coins,  as  they  are  called.  0^^  the  othp 
hand,  the  bankers  pay  surplus  silver  into  the  Bank  of  Enghrnd, 
where  worn  coins  are  picked  out  and  returned  to  the^  Mint  to 
be  withdrawn  from  circulation.  The  cost  of  this  withdmwal 
is  more  than  covered  by  the  profit  on  new  issues.  The  Ban 
of  England  charges  other  banks  5/-  per  £100  for  managing 
their  silver,  including  paying  carriage,  examining  coins, 
throwing  out  bad  ones,  and  sending  worn  ones  to  the  Mint. 

In  addition  to  gold,  silver,  and  bronze,  “ legal  tender 
includes  bank-notes  with  certain  limitations.^  Bank  of 
England  notes  are  legal  tender  in  England  (not  in  Scotland 
or  freland)  so  long  as  the  Bank  gives  gold  in  exchange  for 
them  on  demand  ; but  they  are  not  legal  tender  on  the  part 

of  the  Bank  itself.  , , i 

Notes  are  also  issued  by  some  other  banks,  and  are  not 

strictly  legal  tender,  but  if  objection  to  them  on  that  ground 
is  not  taken  at  the  time  they  are  tendered,  it  cannot  be  taken 

subsequently. 

8 Gresham’s  Law”  is  the  maxim  laid  down  by 
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S r Thomas  Gresham  in  the  reign  of  Queen  Elizabeth,  that 
b id  money  drives  good  money  out  of  circulation,  while  good 
n oney  cannot  drive  out  bad.  If  a man  wishes  to  melt  or 
■e::port  sovereigns,  he  will  naturally  choose  the  newest  and 
h )aviest  that  he  can  find.  Ordinary  wear  and  tear  reduces  a 
s(  vereign  from  its  full  weight  of  123-27447  grains  to  its  legal 
iiinimumof  122-5  grains  in  from  15  to  20  years.  Half- 
S(  vereigns  present  a larger  surface  in  proportion  to  their 
w sight,  and  become  “ light  ” in  a shorter  period. 

Where  there  is  no  seigniorage  on  coining,  as  in  England, 
a large  proportion  of  the  new  gold  coins  will  at  once  disappear 
frDin  circulation.  Gold  employed  in  the  arts  will  largely  be 
ol»tained  in  this  way,  since  the  Mint  guarantees  a stated 
quality  without  making  the  charge  which  a private  refiner 
and  assayer  would  have  to  impose  for  so  doing.  Worn  coins, 
01  the  other  hand,  will  go  on  circulating  until  they  are  either 
refused  for  lightness,  or  withdrawn  by  the  Government. 

When,  therefore,  a currency  has  got  into  a very  bad  state, 
it  cannot  be  improved  by  the  mere  issue  of  new,  good  coins. 
T le  latter  simply  disappear. 

It  must  be  observed,  however,  that  Gresham’s  Law  assumes 
tbat  it  pays  to  withdraw  the  good  money  from  circulation. 
R cardo  pointed  out  that  it  is  a “ mistaken  theory  to  suppose 
ItaJ;  guineas  of  5 dwts.  8 grs.,  cannot  circulate  with  guineas 
of  5 dwt.  or  less.  As  they  might  be  in  such  limited  quanti- 
ties that  both  the  one  and  the  other  might  actually  pass  in 
currency  for  a value  equal  to  5 dwt.  10  grs.,  there  would  be 
n(  temptation  to  withdraw  either  from  circulation.”  This, 
of  course,  implies  tbat  the  issue  of  guineas  is  limited.  By 
restricting  the  issue,  their  money-value  may  be  raised  above 
“thsir  metal-value  to  any  extent,  and  Gresham’s  Law  will  not 
af  ply. 

It  will  be  seen  that  “ picking  and  culling  ” or  “ garbling  ” 
ths  coinage,  the  operation  described  above  of  removing  the 
heavy  coins  from  circulation,  will  be  discouraged  by  the  im- 
pcsition  of  a seigniorage  equal  to  the  cost  of  minting,  since  a 
lo  )S  equal  to  the  seigniorage  will  in  that  case  be  incurred  by 
m siting  or  exporting  even  the  heaviest  coins.  If  it  be  desired 
to  impose  a higher  seigniorage,  the  Mint  will  have  to  carefully 
re  julate  its  issues,  for  in  that  case  the  money-value  of  coins 
will  be  regulated,  not  by  the  value  of  gold,  but  by  the  Mint 
itself,  in  the  same  way  as  in  the  case  of  an  inconvertible 
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paper  currency.  Indeed  an  inconvertible  bank-note  may  be 
regarded  as  a coin  on  which  a seigniorage  of  100  p.c.  has- 

been  charged.  . xu  ..  -i. 

In  favour  of  a seigniorage,  then,  it  may  be  said  that  it. 

checks  excessive  work  at  the  Mint  caused  by  the  melting  or 
exportation  of  new  coins ; against  it,  that  trade,  generally , 
and  especially  foreign  trade,  is  favoured  by  a currency,  whose 
value  is  not  dependent  on  its  particular  shape  or  on  the  quan- 
tity issued,  and  is,  therefore,  as  useful  for  foreign  as  for  home- 

trade. 

9.— History  of  English  Currency.— In  the  Anglo- 
Saxon  system  of  currency  the  monetary  unit  was  the  Saxon 
pound  of  standard  silver,  which  was  far  too  large  a mass  of 
metal  to  be  coined. 

The  only  coins  issued  in  considerable  quantities  by  toe 
Anglo-Saxon  Kings  were  silver  pennies  and  a few  half-pennies. 
The  usual  money  of  account  was  the  shilling  of  four  or  five- 
pence.  M'illiam  I.  fixed  the  shilling  at  its  present  rate  of 
tw'elve  pence,  but  a penny  in  those  times  contained 
a lb.  of  silver,  weighing,  therefore,  a “ pennyweight.”  No 
coin  called  a shilling  w-as  issued  before  the  reign  of  Henry  \ II. 
Up  to  the  reign  of  Edward  III.  the  small  quantity  of  gold 
coins  which  circulated  in  this  country  exchanged  for  silver 
according  to  the  varying  market  value  of  the  gold  as  bullion, 
and  silver  was  the  sole  standard  of  value.  In  that  reign 
cTold  was  for  the  first  time  coined  in  considerable  quantities, 
and  w’as  ordered  to  pass  current  at  a fixed  ratio  with  sil\er. 
There  was  then  a double  standard  ; debts  could  be  paid  in 
gold  or  silver  at  the  option  of  the  debtor.  From  time  to 
time  the  Mint  was  confronted  by  a certain  difficulty.  The 
coins  in  circulation  had  become  reduced  below  their  original 
w’eight,  partly  by  legitimate  wear  and  tear,  partly  by  illegal 
clipping  ; and  their  quantity  was  insufficient  for  the  trade  of 
the  country.  It  was  well  know-n  that  if  the  Mint,  under  these 
circumstances,  w-ere  to  issue  new  full-w-eight coins,  they  would 
immediately  disappear  from  circulation,  being  either  hoarded, 
melted,  or  exported.  Not  until  Gresham  explained  this  dis- 
appearance, for  Elizabeth  s guidance,  was  it  understood  that 
the  reason  of  it  was  the  continuance  in  circulation  of  the  old 
light  coins,  and  that  the  true  solution  of  the  difficulty  was  to 
withdraw  ail  such  light  coins  when  issuing  the  new  heavy  coins. 

Another  way  out  of  the  difficulty,  which  w-as  occasionally 
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adopted,  was  to  issue  new  coins,  of  the  same  denomination 
as  the  old,  but  of  lighter  weight  than  the  latter  were  when 
c riginally  issued.  Thus  the  currency  was  gradually  “ debased,” 
s ) that  the  pound  of  silver  was  coined  into  more  than  60 
s linings,  instead  of  20,  as  it  would  have  been  at  William  I.’s 
rites.  Under  Henry  VIII.  the  quality  of  the  silver  was 
also  debased,  by  adding  more  than  75  parts  of  alloy  to  925  of 
pure  silver.  When  these  debasements  of  silver  took  place, 
e ther  the  gold  coins  were  correspondingly  reduced,  or  it  was 
declared  that  they  should  pass  for  a larger  number  than  pre- 
V oubly  of  the  silvei  coins.  Under  Elizabeth  the  currency 
was  restored  to  its  original  standard  of  purity,  at  great 
e.  .pense,  and  that  standard  and  the  w'eights  of  silver  coins  then 
adopted,  were  maintained  until  1816,  when  gold  became  the 
e;:clusive  standard  of  value. 

The  double  standard,  wdth  occasional  alterations  of  the 
n tio  by  royal  proclamation,  subsisted  from  1257  to  1668.  In 
tl  e latter  year,  guineas  \vere  first  coined.  Their  name  \vas 
d(  rived  from  the  country  w’hence  came  the  gold  contained  in 
tlem,  and  they  were  intended  to  pass  for  20/-,  but  no 
pi  oclamation  \vas  made  to  that  effect,  and  their  value  varied 
in  terms  of  silver,  which  again  became  the  sole  standard. 
T iwaids  the  end  of  the  1/th  century  the  silver  currency  had 
depreciated  in  consequence  of  the  laige  additions  to  the  supply 
of  silver  from  the  rich  mines  of  Potosi,  discovered  in  1550, 
ar  d also  had  become  much  debased  by  wear  and  clippinc^,  so 
that,  in  1696,  the  guinea  was  worth  30/-,  and  trade”  was 
sedously  inconvenienced.  A re-coinage  of  the  silver  was 
therefore  effected,  and  lasted  from  1696  to  1699.  The  cost 
w’os  £8,000,000,  an  expense  as  burdensome  to  the  country 
thm  as  £100,000,000  would  be  now,  and  was  met  by  a house 
and  window  tax.  When  the  new  coins  were  issued  the  old 
ones  were  called  in,  and  ceased  to  be  legal  tender.  Thus  the 
su  icess  of  the  re-coinage  \vas  not  marred  by  the  operation  of 
Gi  esham’s  Law. 

In  1717  Sir  Isaac  Newton,  then  Master  of  the  Mint, 
re(  ommeuded  that  the  value  of  the  guinea  should  be  fixed  at 
21  -.  This  was  done,  and  thus  a double  standard  was  once 
m(  re  set  up.  But  at  that  rate  people  preferred  silver,  which 
was  therefore  withdrawn  from  circulation,  leaving  practically 
a single  standard  of  gold,  together  with  a token  currency  of 
th('se  of  the  silver  coins  w^hich  were  too  light  to  be  profitably 
wilhdrawn  from  circulation.  ^ 
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In  1774  silver  was  reduced  from  its  legal  position  of  joint 
standard  with  gold,  by  the  restriction  of  the  amount  for 
which  it  was  legal  tender  to  £25. 

In  1694  the  Bank  of  England  was  established,  and  during 
the  18th  century  its  notes  formed  a considerable  part  of  the 
currency.  In  1797  the  country  was  engaged  in  war,  and  the 
consequent  necessity  of  making  payments  abroad  in  gold  was 
draining  away  all  the  available  metal.  To  meet  this  con- 
tingency the  Bank  of  England  was  forbidden  by  the  Bank 
Restriction  Act  to  pay  coin  for  its  notes,  and  the  notes 
were  in  effect  made  legal  tender,  thus  becoming  incon- 
vertible. In  1809  the  price  of  gold  bullion  rose  to  £4  12s.  Od. 
per  oz.  Let  us  consider  what  that  meant.  Before  the 

Bank  Restriction  an  oz.  of  gold  could  be  coined  into 
£3  17s.  lO^d.,  and  therefore,  the  market  price  of  gold 
could  not  as  a rule  be  higher  than  £3  17s.  lO^d.  per  oz.  ; and 
this  whether  the  gold  were  bought  with  guineas  or  bank-notes 
(the  notes  being  convertible  into  gold  at  their  full  nominal 
value  on  demand). 

But  when  the  notes  were  made  inconvertible,  then,  in  order 
to  get  1 oz.  of  gold,  it  was  necessary  to  give  no  longer 
£3  17s.  lO^d.  in  notes  (no  guineas  were  to  be  had),  but 
£4  12s.  Od.  In  other  words,  the  notes  were  depreciated. 
And  this  was  the  conclusion  come  to  by  the  Bullion  Com- 
mittee, appointed  by  the  House  of  Commons  in  1810  to  inquire 
into  the  high  price  of  bullion.  In  1814  the  market  price 
of  gold  rose  to  £5  5s.  Od.  per  oz.  In  1819  “ Peel’s  Bill  ” 
directed  the  Bank  of  England  to  resume  cash  payments  in 
1823,  but  this  was  actually  accomplished  in  1821. 

The  smallest  note  issued  was,  up  to  1759,  for  £20  ; from 
1759  to  1798.  for  £10 ; from  1793  to  1797,  for  £5.  From 
1797  to  1829,  £1  and  £2  notes  were  issued,  chiefly  to  facili- 
tate the  Bank  Restriction  and  permit  gold  to  be  .sent  abroad. 
About  1826  £1  notes  were  forged  in  large  numbers,  and  160 
persons  were  hanged  for  the  offence  in  one  year.  The  notes 
were  at  that  time  badly  engraved.  At  the  present  time  no 
note  for  less  than  £5  may  be  issued  in  England,  though  £1 
notes  circulate  largely  in  Scotland  and  Ireland. 

In  1816  the  “ sovereign  ” was  first  issued,  and,  at  the  same 
time,  silver  was  made  a token  currency.  From  the  time  of 
Elizabeth  the  lb.  of  silver  had  been  coined  into  62  shillings  ; 
now  it  was  coined  into  66. 
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At  the  present  time  the  English  currency  comprises  legal 
Dender  (gold  standard  money,  silver  and  bronze  token  money, 
oank  notes),  and  credit  documents,  the  latter  affecting  the 
v'alue  of  legal  tender  in  so  far  as  they  economise  its  use. 

10.  — Debasement  and  Depreciation. — “ Debase- 
ment ” is  the  reduction  by  the  issuer  of  money  of  its  weight 
31’  quality.  If  I lend  20/-  when  shillings  are  20  to  the 
pound  weight,  and  ask  for  repayment  when  shillings  are  GO' 
to  the  pound  weight,  the  law  compels  me  to  receive  in  full 
repayment  20  “ shillings,”  but  clearly  I lose  f-lb  of  silver  in 
3onsequence  of  the  “ debasement  ” of  the  coinage. 

“ Depreciation  ” is  a fall  in  value,  however  caused,  “ appre- 
siation  ” similarly  meaning  a rise. 

Depreciation  of  money,  therefore,  is  the  same  thing  as  a 
rise,  and  appreciation  is  the  same  thing  as  a fall,  in  general 
prices. 

Debasement  will  always  tend  to  cause  depreciation. 

11.  — Paper  Money. — Paper  money  is  either  Conver- 
:ible  or  Inconvertible.  It  is  Convertible  when  the  holder  is 
nititled  to  return  it  to  the  issuer  and  demand  gold  or  silver 
:o  the  same  nominal  amount.  It  is  Inconvertible  when  no 
5uch  right  exists.  It  would  seem,  therefore,  that  Convertible 
Paper  is  usually  a form  of  credit,  whereas  Inconvertible 
Paper  is  not. 

The  value  of  Convertible  Paper  varies  like  that  of  the 
metal  which  it  represents,  and  affects  that  value  by  econo- 
mising the  use  of  metal.  Such  economy  has  the  same  effect 
3n  prices  as  an  increase  in  the  supply  of  metal. 

The  value  of  Inconvertible  Paper  is  dependent  on  the  will 
)f  the  issuer. 

12.  — Convertible  Paper. — In  England,  Inconvertible 
Paper  has  never  been  employed  except  during  the  period  of 
i;he  Bank  Restriction.  Convertible  Paper  is  permitted  to  be 
ssued  by  the  following  persons  : — ■ 

(1)  The  Bank  of  England,  which  has  a monopoly  in  London ; 

(2)  At  distances  from  8 to  65  miles  from  London,  banks 
which  have  fewer  than  ten  partners,  and  were  established 
ind  issuing  notes  before  1844  ; 

(3)  Beyond  65  miles  from  London,  any  bank  which  was 
established  and  issuing  notes  before  1844. 
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The  amounts  of  such  paper  that  may  be  issued  are  limited 
as  follows  : — 

(1)  The  Bank  of  England  may  issue  £17,775,000  on  setting 
aside  “ securities  ” to  that  value  to  ensure  convertibility  ; and 
any  further  amount  on  setting  aside  gold  of  equivalent 
amount.  On  the  latter  portion  of  the  issue  there  is,  of  course, 
an  actual  loss  to  the  Bank. 

(2)  Other  banks  of  issue  incur  heavy  penalties  if  they  issue 
more  than  the  amount  of  their  average  issue  in  1844,  but 
they  are  permitted  to  make  such  arrangements  as  they 
please  for  securing  the  convertibility  of  their  notes. 

There  are  corresponding  regulations  in  Scotland  and  Ireland. 
The  total  issue  by  private  banks  thus  authorised  was  in  1899 
about  £3  millions  in  England,  £2^  millions  in  Scotland,  and 
£6|^  millions  in  Ireland. 

13, — Inconvertible  Paper.  — Inconvertible  paper 
money  is  seen  (x.,  2)  to  be  atypical,  ideal  money.  Its  advan- 
tages are  : — 

(1)  The  cost  of  production  is  very  small. 

(2)  The  cost  of  maintenance  is  much  less  than  that  of  a 
metallic  currency. 

This  advantage  might  be  obtained  by  storing  all  the  gold 
now  in  circulation,  and  issuing  notes  to  the  same  nominal 
amount. 

The  Government,  however,  would  in  that  case  be  strongly 
tempted  to  use  the  gold  in  times  of  pressure,  and  thus  destroy 
the  arrangement. 

(3)  The  value  of  the  monetary  unit  is  absolutely  con- 
trollable by  the  government,  and  would,  therefore,  be  sus- 
ceptible of  being  kept  more  uniform  than  in  the  case  of  a 
metallic  currency. 

The  disadvantages  of  such  a currency  arise  out  of  the  third  of 
the  above-mentioned  advantages.  The  temptation  to  over- 
issue is  enormous,  for  the  government  creates  the  money  at 
an  insignificant  cost,  and  by  depreciating  the  currency  it 
benefits  in  its  character  of  debtor. 

Further,  such  a currency,  dependent  for  its  value  on  the 
action  of  a particular  government,  is  useless  for  international 
trade. 

Great  as  is  the  temptation  to  over-issue  an  inconvertible 
paper  currency,  it  is  not  always  irresistible.  From  1871  to 
1877,  France,  too  much  impoverished  by  the  payment  of  the 
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German  war  indemnity  to  have  a gold  currency,  used  incon- 
vertible paper,  and  yet  avoided  depreciation.  The  issue  was 
regulated  by  the  market  price  of  bullion.  Money  was  issued 
freely  until  there  was  observed  a tendency  in  the  price 
Df  bullion  to  rise  above  “mint-price,”  i.e.,  the  price  at 
which  it  would  have  stood  had  a gold  currency  been  in 
ise.  Issues  were  then  contracted  until  the  tendency  to  rise 
lisappeared. 

This  method  of  testing  the  depreciation  of  inconvertible 
laper  by  the  price  of  bullion,  and  checking  it  by  restriction  of 
■he  issue,  was  advocated  by  Ricardo  during  the  period  of  the 
Bank  Restriction. 

II. — The  “ Assignats.” — One  of  the  best  known  in- 
iitances  of  an  issue  of  inconvertible  paper  is  that  of  the  “ assi- 
,;nats.”  These  were  notes  issued  by  the  French  Revolutionary 
' jovernment  in  1789,  which  bore  interest  and  were  nominally 
layable  at  sight,  but  were  in  fact  inconve.rtible.  Their  value 
vas  “ secured  ” by  certain  estates  which  the  government  had 
confiscated.  It  was  argued  that  they  could  not  depreciate, 
.since  they  were  not  issued  in  excess  of  the  value  of  the  estates 
i)n  which  they  were  secured. 

Thus,  to  put  the  argument  in  accordance  with  our  state- 
ment (x.,  8),  commodities  being  increased  by  the  value  of  the 
( (State,  and  money  being  increased  by  exactly  the  same 
amount,  the  value  of  money  would  not  be  affected.  But  the 
argument  was  fallacious.  As  we  have  seen,  the  value  of 
money  depends  on  the  ratio  between  the  amount  of  it  which 
is  in  circulation  and  the  quantity  of  commodities  which  are 
( fered  fur  sale  day  by  day.  The  proportion  of  the  land  of  a 
( ountry  which  is  ofi'ered  for  sale  on  an  average  day  is  very 
! mall  indeed,  and  the  assignats  were  therefore  in  excess  from 
ihe  first,  and  at  once  effected  a rise  in  prices.  This  rise  en- 
lianced,  inter  alia,  the  price  of  the  estates  which  formed  the 
jecurity  for  the  issue,  and  justified  (on  the  principle  adopted) 
5,  further  issue  of  assignats  on  the  same  basis.  Prices  rose 
{ till  higher,  and  the  process  might  havij  been  carried  on  to 
{,ny  extent.  It  was  in  fact  carried  so  far  that,  in  1796,  “ a 
jiaper  note  professing  to  be  worth  £4  sterling  passed  current 
for  less  than  3d.  in  money.”  Meanwhile  the  whole  trade  of 
Ihe  country  had  been  disorganised:  “What  the  bigotry  of 
fjouis  XIV.,  and  the  shiftlessness  of  Louis  XV.,  could  not  do 
ia  nearly  a century,  was  accomplished  by  this  tampering  with 
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the  currency  in  a few  months  ....  vast  numbers  of  work- 
men, in  all  parts  of  the  country,  were  thrown  out  of  employ- 
ment. ...  In  the  spring  of  1791  no  one  knew  whether  a 
piece  of  paper  money  representing  100  francs  would,  a month 
later,  have  a purchasing  power  of  100  francs,  or  90  francs,  or 
80,  or  60.  . . . says  the  most  brilliant  apologist  for  French 
Revolutionary  statesmanship,  ‘ Commerce  was  dead,  betting 
took  its  place.’  ” (F.  Walker.  Money,  341-2). 

At  last,  in  1796,  the  forced  currency  of  the  assignats  was 
abolished  ; every  man  was  permitted  to  transact  business  in 
the  money  and  on  the  terms  he  chose,  and  in  a short  time  a 
metallic  currency  was  permanently  restored. 

QUESTIONS  AND  NOTES. 

I.  State  carefully  the  various  functions  of  money,  and  the  qualities  a 

commodity  must  possess  to  fit  it  to  serve  as  money.  Define  a pound 
sterling.  [Cert.) 

*2.  What  is  money,  and  what  qualities  must  a commodity  possess  to 
render  it  suitable  for  use  as  money  ? Explain  Gresham’s  law  that  “ good 
money  cannot  drive  out  bad.”  (Cert.) 

3. ‘  What  is  “ inconvertible  paper  money  ” ? Show  by  examples  the 

limitations  and  dangers  of  its  use.  (Cert.) 

4.  Distinguish  between  the  simple,  multiple,  and  composite  legal 

tender  systems.  (L.C.C.  (Banking  d~  Currency),  Sen.) 

5.  Define  the  terms  : — Legal  tender.  Token  Money,  Free  Mintage, 

Mint  Price  of  Gold.  (B.I.,  Brel.) 

6.  Distinguish  between  the  economic  effects  of  a tax  on  the  produc- 

tion of  gold,  a heavy  seigniorage  on  gold  coins,  and  a tax  upon  the 
import  of  gold.  (.4.S.  of  Ta.res.) 

7.  During  what  years  did  the  Bank  Restriction  Act  of  1797  remain  in 
force — what  was  its  effect  on  the  currency  ? 

(L.C.C.  (Bankiny  d Currency),  Sen.) 

8.  What  was  the  relation  of  gold  to  silver  as  legal  tender  in  England 
from  1717  till  the  adoption  of  the  gold  standard  in  1816? 

(L.C.C.  (Banking  d Currency),  Sen.) 

9.  How  could  you  («)  measure,  (b)  regulate,  the  value  of  an  inconver- 

tible paper  currency  ? What  are  the  real  objections  to  this  kind  of 
currency  ? (A.S.  of  Taxes.) 

10.  What  are  the  objections  to  inconvertible  paper  money  ? “ Gold  is 

at  a premium  of  180  p.c.  in  a certain  country  ” : what  does  this  mean, 
and  to  what  is  it  due?  Under  what  circumstances  is  inconvertible 
paper  commonly  used?  Give  historic  examples.  (B.I.,  Brel.) 

II.  Describe  the  various  functions  of  money.  How  far  are  they 

preferably  or  usually  discharged  by  the  same  medium?  Sketch  an 
ideal  monetary  system,  or  point  out  the  merits  and  defects  of  some 
existing  system.  (B.I.,  Brel.) 

12.  Explain  the  economic  principles  involved  in  the  maintenance 
of  the  following  monetary  pars,  pointing  out  how  far  the  eases  are  in  any 
respect  analogous : — 
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(«)  Between  the  £1  and  the  shilling  since  1816. 

{b)  Between  the  £1  and  the  franc  during  French  bi-metallism. 

(c)  Between  the  £1  and  the  rupee  under  the  Indian  Currency  Act  of 
1893.  Fm.) 

(a)  Shilling  is  a token  coin,  its  value  maintained  by  limitation  of 
issue  and  of  extent  to  which  it  is  legal  tender. 

(h)  See  xxvii.,  1. 

(c)  By  the  Indian  Currency  Act  of  1893  the  coinage  of  rupees  was 
suspended.  The  object  was  to  raise  the  value  of  the  rupee  by  restricting, 
the  supply. 


CHAPTER  XV. 

BANKING. 

1. — Functions. — A Banker  is  a dealer  in  Money  and 
Credit.  We  may  thus  classify  the  various  operations  of  tha 
business  of  banking:  — 

(1)  Exchanging  one  kind  of  currency  for  another ; 

{a)  Bullion  and  coin  ; 

(i)  Different  kinds  of  coin  ; 

(c)  Coin  and  credit : discounting  a bill  (xi.,  6)  is  buying 
credit  with  cash  ; obtaining  payment  of  the  bill 
is  turning  credit  into  cash  again  ; issuing  a note 
is  a creation  of  credit. 

(2)  Lending  money,  including  the  granting  of  overdrafts 
and  cash-credits, 

(3)  Borrowing  money,  including  the  keeping  of  deposit  and 
current  accounts. 

(4)  Transmitting  money  from  place  to  place. 

(5)  Acting  as  agent  for  various  purposes  connected  with 
the  above  functions,  keeping  valuables  in  safe  custody,, 
collecting  money  and  making  payments  on  account  of  cus- 
tomers. 

These  functions  can  be  best  understood  by  noticing  their 
history. 

Exchange  of  Money,  In  the  Middle  Ages,  when  the 
machinery  of  exchange  was  rude  and  undeveloped,  merchants 
travelled  with  their  goods  from  country  to  country,  often 
carrying  with  them  a considerable  part  of  the  money  necessary 
for  doing  business.  Foreign  coins  were  thus  brought  into 
extensive  circulation,  and  traders  had  to  be  acquainted  with 
the  relative  values  of  many  different  systems  of  currency^ 
To  add  to  the  difficulty,  most  of  these  heterogeneous  coins  were 
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debased,  either  by  the  issuers  or  by  subsequent  wrong-doers. 
Various  remedies  for  the  inconvenience  of  such  a state  of 
things  were  applied. 

(1)  Money-changing  was  carried  on  as  a business  by  private 
persons ; 

(2)  Royal  officers  were  appointed,  e.g..,  in  the  reign  of 
Edward  I.,  at  Dover,  to  exchange  moneys  for  merchants  and 
pilgrims  coming  and  going  between  England  and  the  Con- 
tinent. The  “ Exchanges  ” in  London  and  elsewhere  were 
for  the  same  purpose.  Hence  “ Old  Change  ” in  the  City  of 
London. 

(3)  Banks  were  established,  e.g.,  the  banks  of  Genoa  (1407), 
Hamburgh,  Nuremburg,  and  Amsterdam  (1609). 

“ Before  1609  the  great  quantity  of  dipt  and  worn  foreign 
coin,  which  the  extensive  trade  of  Amsterdam  brought  from 
all  parts  of  Europe,  reduced  the  value  of  its  currency  about 
9 p.c.  below  that  of  good  money  fresh  from  the  mint. 
Such  money  no  sooner  appeared  than  it  was  melted  down 
or  carried  away,  as  it  always  is  in  such  circumstances 

[“Gresham’s  Law  ”] A bank  was  established  in  1609 

under  the  guarantee  of  the  city.  This  bank  received  both 
foreign  coin,  and  the  light  and  worn  coin  of  the  country  at  its 
real  intrinsic  value  [i.e.,  its  metal  value]  in  the  good  standard 
money  of  the  country,  deducting  only  so  much  as  was  neces- 
sary for  defraying  the  expense  of  coinage,  and  the  other 
necessary  expenses  of  management.  For  the  value  which 
remained,  after  this  small  deduction  was  made,  it  gave  a 
credit  in  its  books.  This  credit  was  called  bank  money, 
which,  as  it  represented  money  exactly  according  to  the 
standard  of  the  mint,  was  always  of  the  same  real  value,  and 
intrinsically  worth  more  than  current  money.”  The  gold 
and  silver  deposited  with  the  hank  were  retained  by  it,  and 
payments  were  commonly  made  by  transfers  of  the  credit  on 
the  bank  or  “bank-money”  (TF.  of  N.,  iv.,  3).  This  bank- 
money  was  superior  to  the  metal  w’hich  it  represented  in  the 
following  respects  : — 

(1)  It  was  secure  from  robbery  and  accidents  ; 

(2)  It  could  be  paid  away  by  a simple  transfer  without  the 
trouble  of  counting  or  the  risk  of  carriage  ; 

(3)  By  law,  all  bills  of  exchange  drawn  payable  in  Amster- 
dam were  obliged  to  be  paid  in  bank-money. 

These  advantages  caused  the  bank-money  to  bear  an  “ agio  ” 
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or  premium,  representing  its  superiority  in  value  to  the 
precious  metal  deposited. 

Adam  Smith,  writing  in  1776,  calculated  that  there  might 
be  as  much  as  £3,000,000  deposited  in  the  Bank  of  Amsterdam. 
In  1672  the  alarm  caused  by  the  French  invasion  of  Holland 
induced  a run  on  the  bank,  which  then  appeared  to  have  in 
its  coffers  the  full  nominal  amount  of  treasure.  But  Hi  1795, 
on  a similar  occasion,  the  Bank  was  declared  to  be  insolvent, 
in  consequence  of  having  lent  out  a large  part  of  the  precious 
metal  which  it  was  supposed  to  have  kept  in  safe  custody. 

Lendimj.  The  earliest  class  of  money-lenders  in  England 
were  Jews.  They  carried  on  their  trade,  which  was  regarded 
at  that  time  with  great  popular  disfavour,  from  the  11th 
century  to  the  end  of ‘the  13th,  when  they  were  expelled  from 
the  country.  The  business  was  also  carried  on  by  the 
Lombards  or  “Lumbers,”  a generic  name  for  subjects  of  the 
republics  of  Genoa,  Lucca,  Venice,  and  Florence,  who  seem 
to  have  come  here  in  the  first  instance  as  merchants,  and 
agents  for  the  collection  and  transmission  of  papal  taxation, 
and  some  of  whom,  among  other  transa(;tions,  lent  large  sums 
to  Edward  III.  They  have  given  a name  to  the  local  centre 
of  English  banking — “ Lombard  Street  ” — and  a sign  to  the 
trade  of  lending  on  pledge — the  three  golden  balls. 

The  Bank  of  Venice  was  founded  in  1171  for  the  purpose  of 
making  a loan  to  the  government  of  that  State.  An  associa- 
tion of  merchants  for  such  a purpose  was  called  a “ bank  ” or 
“ mont  ” (hence  “ mont  de  jnete  ” means  a pawnbroking 
establishment).  The  Bank  of  England  had  a similar  origin. 

Up  to  1546,  lending  at  interest  was  contrary  to  English 
law.  In  that  year  it  was  permitted,  with  a maximum  rate  of 
10  p.c.,  which  in  1624  was  reduced  to  8,  in  1651  to  6,  in 
1714  to  5.  In  1854  all  legal  restriction  on  interest  was 
abolished. 

Borroicin;i.  Modern  English  banking  took  its  rise  about 
1645  out  of  the  events  of  the  Civil  War.  London  merchants 
had  found  it  necessary  for  the  purposes  of  their  business  to 
keep  considerable  quantities  of  money  in  their  tills.  A custom 
grew  up  of  depositing  some  part  of  such  money  in  the  Mint, 
in  the  Tower  of  London,  for  safe  keeping.  In  1638  Charles  I. 
appropriated  £200,000  of  this  as  a “ loan.”  The  money  was 
subsequently  repaid,  but  the  Mint  lost  its  reputation  for 
safety,  and  the  merchants  were  thrown  back  on  keeping  their 
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money  in  their  own  custody.  Even  there  the  money  ceased 
to  be  safe  on  the  outbreak  of  war,  for  London  apprentices,  in 
some  cases,  could  not  resist  the  temptation  to  rob  their 
masters  and  seek  immunity  in  the  ranks  of  the  armies.  The 
goldsmiths  being  the  best  furnished  with  strong-rooms,  other 
tradesmen  began  to  secure  their  money  by  depositing  it  with 
them,  from  whom  they  took  receipts  called  “ goldsmiths’ 
notes.”  By  these  notes,  the  goldsmiths  undertook  to  restore, 
not  the  very  coins  deposited,  but  money  to  an  equivalent 
amount.  On  the  other  hand,  the  notes  were  transferable, 
and  passing  from  hand  to  hand,  may  be  regarded  as  the 
earliest  bank-notes. 

The  goldsmiths,  finding  that  a substantial  proportion  of 
their  deposits  remained  with  them  over  and  above  current 
withdrawals,  took  to  lending  out  a portion,  keeping  by 
them  only  so  much  as  experience  showed  to  be  sufficient 
to  meet  probable  demands.  In  1672,  a sum  of  £1,328,526 
had  been  lent  in  this  way  by  the  goldsmiths  to  Charles  II., 
and  repayment  was  refused  (the  “ Closing  of  the  Ex- 
chequer”). In  1699,  the  government  agreed  to  pay  interest 
I on  that  money  (from  1705),  but  the  principal  has  never  been 

I repaid,  and  at  the  present  day  forms  part  of  the  National 

Debt  (^xxv.,  16). 

There  still  exist  a few  London  private  banks,  which  date 
’ from  the  Civil  War,  and  began  business  as  goldsmiths  or 

i pawnbrokers. 

I The  Transmission  of  Money  belongs  to  the  subject  of  the 

,1  Foreign  Exchanges  (xviii.,  5). 

W 

2. — Local  Banks. — We  now  proceed  to  describe  in 
some  detail  how  modern  banking  is  carried  on. 

Almost  every  employer  in  England  now  has  an  account 
with  a bank  near  his  place  of  business. 

The  simplest  mode  of  making  use  of  a bank  is  to  have  a 
]>e))osit  Account.  Alpha  pays  either  cash  or  credit  into  the 
Omega  Bank,  on  deposit.  His  account  is  credited  with 
interest,  at  an  agreed  rate,  every  year,  on  the  total  amount 
of  his  deposit,  and  he  can  draw  out  the  whole,  or  a part,  of 
his  deposit  on  demand  or  after  giving  an  agreed  notice. 

But  if  Alpha  is  in  business,  he  can  have  a Current  or 
Idraiviny  Account,  and  use  the  bank  practically  as  a till.  He 
; can  pay  in  money  and  credit  every  day,  as  he  himself  receives 

J payments  in  business,  and  make  all  his  own  payments  except 

I 
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‘ petty  cash  ” by  means  of  cheques  drawn  on  his  account, 
-’he  management  of  such  an  account  gives  the  banker  much 
I lore  trouble  than  does  a deposit  account,  and  therefore  he 
either  allows  a lower  rate  of  interest,  or  none  at  all,  or  may 
even  require  to  be  paid  for  his  trouble,  either  by  a sum  of 

i ioney,  or  by  Alpha  keeping  a certain  balance  at  the  bank  on 
i^hich  no  interest  is  paid.  By  special  arrangement.  Alpha 
nay  be  permitted  to  Overdraw  his  account ; i.e.,  the  bank  will 
tonour  his  cheques  to  an  agreed  amount,  though  he  has 
1 othing  to  the  credit  of  his  account.  This  is,  of  course,  a 
1 )an  to  Alpha  by  the  bank,  and  interest  is  charged  on  it. 
The  best  form  of  overdraft  is  the  Cash  Credit,  chiefly  used  in 
f:cotland.  Alpha  gets  two  substantial  friends  to  become 
‘ sureties  ” for  him  to  the  Bank  up  to  an  agreed  sum.  He 

ii  then  allowed  to  overdraw  his  account  to  the  agreed  amount, 
V hen  and  as  he  chooses,  and  to  pay  back  in  such  sums 
aid  at  such  times  as  suit  him,  interest  being  charged  against 
him  on  the  actual  amount  which  is  in  advance  to  him°from 
t:me  to  time. 

3.— Bankers’  Profit.— It  will  be  seen  that  a bank  both 
b irrows  and  lends.  It  is  a borrower  in  respect  of  its  customers’ 
diposits,  a lender  in  respect  of  its  discounts  for  customers, 
a id  customers’  overdrafts.  On  the  former  it  allows  no  interest 
O'  a low  interest,  on  the  latter  it  charges  a higher  interest. 

The  difference  between  these  rates  of  interest  is  the  source 
o:  the  bank’s  profit.  For  the  banker  lends,  not  only  his  own 
money,  but  also,  and  to  a much  larger  amount,  he  lends  out 
tlie  money  that  is  itself  lent  to  him.  He  finds  by  experience 
tiiat  he  is  called  upon  to  meet  only  a certain  proportion  of 
his  liabilities  each  day.  As  to  part  of  such  liabilities,  he  is 
e ititled  to  notice.  He  will  therefore  be  secure  if  he  keeps  so 
niuch  “ till-money  ” for  current  requirements,  and  in  addition 
invests  the  bulk  of  deposits  with  him  in  such  a way  as  to  be 
ri  'adily  available  for  realisation.  Investments  which  cannot  be 
p'omptly  realised  are  unsuitable  for  a banker.  Ip  banking, 
the  liabilities  are  large,  and  the  time  within  which  they  may 
bi  enforced  is  so  short  that  “an  instant  capacity  to  meet 
engagements  is  the  cardinal  excellence.” 

The  first  condition  to  be  considered  by  a banker  in  investing 
oi  lending  his  surplus  funds  is,  of  course,  Security.  The  next 
is  Rec^ly  Convertibility,  which  attaches  in  a high  degree  to 
tl  e discounting  of  commercial  bills,  or  advances  by  way  of 
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overdraft,  usually  for  not  longer  than  three  months.  These 
advances  being  made  for  short  periods,  are  constantly  falling 
due,  and  if  necessity  should  arise  for  the  banker  to  call  in 
funds,  he  need  only  refuse  to  make  further  advances  of  this 
kind  for  the  time,  and  his  available  funds  immediately  begin 
steadily  to  increase  (xxii.,  2). 

The  third  consideration  with  the  banker  is  the  profit  that 
he  can  make.  Consols  are  readily  convertible  into  cash 
(“  You  can  sell  Consols  on  a Sunday  ”),  but  their  price 
fluctuates,  and  in  times  of  pressure,  when  the  need  for 
selling  is  likely  to  rise,  will  probably  be  low. 

The  banker  will,  therefore,  often  find  it  safer  to  lend  money 
at  less  than  1 p.c.  per  annum  than  to  invest  in  Consols. 

A banker’s  business  is  based  on  the  improbability  that  on 
any  given  day,  more  than  a certain  proportion  of  deposits  will 
be  withdrawn.  There  is  no  bank  in  England  that  could 
meet  all  its  liabilities  if  suddenly  required  to  do  so.  Should 
the  depositors  in  any  bank  contract  doubts  of  its  solvency,  and 
in  consequence  seek  to  withdraw  an  unusually  large  propor- 
tion of  their  deposits,  the  state  of  things  called  a “ Run  on 
the  Bank  ” ensues.  A bank  is  not  solvent  unless  it  is  in  a 
position  to  meet  its  liabilities  as  they  fall  due.  It  may  there- 
fore be  broken  by  a “ rim,”  either  because  its  assets  are  really 
less  than  its  liabilities,  or  because,  although  fully  able  if  al- 
lowed time  to  pay  20s.  in  the  fJ,  its  resources  are  locked  up, 
and  cannot  be  realised  in  time  to  meet  its  liabilities  promptly. 

4.  — Structure  of  the  English  Banking  System. 

— The  English  banking  system  is  highly  organised.  It  has  a 
“ pyramidal  ” form.  At  the  base  are  the  “ depositors,”  the 
great  public  who  “ keep  a banker.”  Supported  on  these  are 
the  local  banks,  including  in  that  term  branch  banks  and  bill- 
discounters.  Bill-discounting  is  done  by  ordinary  “ banks  ” 
through  the  agency  of  “ bill-brokers  ” (xviii.,  5),  who  borrow 
the  necessary  money  from  “bankers  banks  ” at  “ call,”  pay- 
ing a low  rate  of  interest  and  charging  a higher  rate  to  their 
customers.  These  bill-dealers  are  not  in  England  usually 
called  bankers,  because  they  do  not  receive  money  on  deposit, 
but  they  fall  within  our  definition  of  the  word,  since  they  are 
dealers  in  money  and  credit,  and  on  the  Continent  “ banker” 
means  bill-broker.  Above  the  local  banks  rise  the  “ bankers’ 
banks,”  while  the  apex  of  the  system  is  the  Bank  of  England. 
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5.  Bankers’  Banks. — Every  local  bank  is  connected 
wuh  one  or  other  of  a certain  number  of  large  London  banks. 
E ither  the  local  bank  has  an  account  with  such  bank,  or  it  is 
a branch  of  a bank  which  has  such  an  account.  The  London 
bmk  treats  the  local  bank’s  deposit  just  as  the  local  bank 
tieats  Its  customers’  deposits.  And  just  as  the  private  cus- 
tc  mei  considers  that  his  balance  on  current  account  is  as 
a'’ailable  as  cash  itself,  so  the  local  bank  regards  its  account 
V ith  the  London  bank.  The  latter  keeps  a certain  amount 
ol  “ till-money,”  and  has  an  account  at  the  Bank  of  England 

cc  rresponding  to  the  local  bank’s  account  with  the  Lo°idon 
bi;iik. 

In  consequence  of  this  organisation  the  English  system  is 
a One-heHerve  System.  The  Bank  of  England  is  the  only  in- 
st  .tution  in  this  country  that  has  any  reserve  of  gold.  The 
trider  depends  for  gold,  when  he  wants  it,  on  his  banker  ; 
tbe  local  banker  depends  for  gold,  when  wanted,  on  his 
London  banker  ; the  latter  depends  on  the  Bank  of  England. 
W henever  gold  is  wanted  in  large  quantitii^s  for  export,1t  has 
to  be  supplied  from  the  Bank  of  England  ; and  similarly, 
wJien  gold  is  imported  in  large  quantities,  it  always  goes  to 
th3  Bank  of  England.  The  Bank  therefore  occupies  a unique 
^aition,  and  although  the  legal  fiction  is  that  its  Bankino^ 
Di  partment  is  carried  on  on  ordinary  banking  principles,  the 
Directors  are  morally  bound  to  guide  their  conduct  by  con - 
sit  erations  with  which  other  bankers  have  no  concern. 

The  pioportion  of  ultimate  gold  reserve  to  liability  through- 
out the  whole  banking  organisation  is  perhaps  1 to  20.  The 
lot  al  bank  will  keep  one-third  of  its  liabilities  as  a reserve  in 
tho  form  of  a deposit  with  a London  banker  ; the  latter  will 
ke  ‘p  one-third  of  his  liabilities  as  a reserve  in  the  form  of  a 
de  josit  with  the  Bank  of  England  ; and  tlie  latter  will  keep 
ab  nit  half  of  its  liabilities  as  a reserve  in  the  form  of  bank- 

no  ,es  corresponding  to  an  equivalent  deposit  of  gold  in  the 
Iss  ue  Department. 

It.— The  Bank  of  England.— In  the  year  1694  a sum 
of  1*1,200,000  was  subscribed  as  a loan  to  the  Government, 
and  the  subscribers  were  incorporated  as  the  Bank  of  Eimland 
^^ilh  certain  powers  and  privileges.  The  Government  was  to 
pa’  8 p.c.  on  the  loan,  plus  £4000  per  annum  for  mana^e- 
me.it,  a total  of  £100,000  per  annum.  Since  that  time  the 
cap  ital  of  the  Bank  has  been  largely  increased,  and  its  rio-hts 
have  been  frequently  modified.  ° 
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Its  present  constitution  is  based  chiefly  on  the  Bank  Act  of 
1844,  whose  principal  object  was  to  regulate  the  issue  and 
secure  the  vjonvertibility  of  bank-notes.  Opinion  was  di\ided 
as  to  the  proper  principle  on  which  the  note-issue  should  be 
regulated,  whether  on  the  Currency  Principle  or  on  the  Bank- 
ing Principle.  The  Currency  Principle,  in  accordance  with 
which  the  Bank  Act  was  ultimately  framed,  was  thus  de- 
scribed by  its  advocate,  Lord  Overstone:  “The  one  great 
duty  which  the  manager  of  the  currency  has  to  perform,  is 
that  of  making  the  amount  of  the  paper  circulation  vary  pre- 
cisely as  the  amount  of  the  circulation  would  have  varied  had 
it  been  exclusively  metallic.”  The  opposing  Bankiny  Prin- 
ciple is  that  the  currency  cannot  be  unduly  inflated  by  note- 
issue  so  long  as  such  notes  are  in  fact  promptly  convertible 
into  metal. 

Had  the  latter  principle  been  adopted,  all  reasonable  facili- 
ties would  have  been  given  to  banks  to  issue  notes,  the  only 
object  of  any  restraint  being  to  secure  that  issues  were  not  so 
far  extended  as  to,  in  fact,  endanger  the  convertibility  of  the 
note.  The  opposite  policy  having  been  chosen,  the  Act  em- 
bodied it  in  the  following  provisions  : — 

(1)  The  Note-issue  Department  of  the  Bank  of  England  is 
to  be  kept  distinct  from  the  Banking  Department,  and  the 
latter  is  to  be  conducted  on  ordinary  banking  principles. 

(2)  A Return  showing  the  Bank’s  position  is  to  be  pub- 
lished every  week. 

(B)  The  Issue  Department  is  to  be  permitted  to  issue  14 
millions  unsecured  by  deposit  of  gold,  and  any  further  amount 
provided  an  equivalent  quantity  of  gold  is  deposited  in  the 
Department. 

(4)  No  issues  are  to  be  made  by  any  other  bank,  with  the 
exception  that  banks  wLich  at  the  date  of  the  Act  were  en- 
titled to  issue  notes  may  continue  to  do  so,  not  exceeding  their 
average  issues  at  that  date.  If  any  such  bank  for  any  reason 
should  discontinue  to  issue  notes,  it  is  not  to  be  permitted  to 
resume  issue,  but  the  Bank  of  England  may  be  authorised  to 
increase  its  fiduciary  issue  by  two-thirds  of  the  amount  of  the 
lapsed  circulation.  The  fraction  f was  chosen  because  it  was 
considered  that  issuing  banks  usually  retained  gold  to  the 
amount  of  one-third  of  their  note  issue,  in  order  to  secure  the 
convertibility  of  such  issue.  In  virtue  of  this  provision  the 
fiduciary  circulation  of  the  Bank  has  been  increased  from 
time  to  time,  and  now  stands  at  £17,775,000. 
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the  present  time  the  Bank  of  England  is  distinguished 
frc  in  other  banks  by  the  following  peculiar  features  : — 

'1)  It  is  the  Bank  of  the  Government,  collecting  Govern- 
im  nt  Revenue,  managing  the  National  Debt,  and  making  and 
rereiving  all  payments  on  behalf  of  the  Government. 

’2)  It  is  the  principal  bank  of  issue. 

8)  It  has  to  publish  accounts  weekly. 

'4}  It  acts  as  agent  of  the  Mint. 

5)  It  does  not  remit  money,  nor  allow  interest  on  deposits. 
It  has  a few  branches. 

Objoctions  to  tho  Ba,nk  Act. — The  following 

ob;  ections  have  been  made  to  the  policy  of  the  Bank  Act : 

1)  The  fiduciary  circulation  is  too  small.  The  limit 
chosen  was  adopted  because  the  notes  in  cirt’ulation  had  never 
be(  n observed  to  fall  below  22  millions.  The  issues  of  other 
banks  were  about  8 millions,  and  14  millions  were  allowed  to 
the  Bank  of  England.  But  since  the  Act,  notes  in  circula- 
tio  1 have  never  fallen  below  82  millions.  The  total  authorised 
fid  iciary  circulation  is  less  now  than  it  was  in  1844,  although 
th€  gold  in  circulation  has  increased.  In  1844  there  we°re 
ab(iut  86  millions  of  gold  in  circulation  in  the  United  King- 
dom, and  the  total  note  circulation  was  about  87  millions. 
In  1888  the  figures  were  110  millions  gold,  42  millions  notes. 

(2)  The  object  of  the  iVet  was  to  put  a stop  to  the  occurrence 
of  ‘ cidses  ” by  controlling  the  note  issue.  But  there  have 
been  crises  in  spite  of  the  Act,  and  in  those  of  1847,  1857, 
am.  1866,  the  Act  was  suspended  ; i.e.,  permission  was  given 
by  the  Government  to  the  Bank  of  England  to  issue  notes  in 
excsss  of  its  legal  limit. 

(S)  It  would  be  better  to  have  a standing  rule,  permitting 
the  note-issue  to  be  automatically  increased  in  times  of 
pressure,  than  to  be  dependent  on  the  uncertain  action  of 
the  Government  in  suspending  the  Act.  It  is  well  to  give 
no  encouragement  to  speculation  in  times  of  over-confidence, 
but  when  credit  contracts,  and  there  is  a great  demand 
for  money  for  the  purpose,  not  of  launching  out  into  specu- 
lation,  but  merely  of  meeting  liabilities  already  incurred, 
persons  whose  business  has  been  properly  conducted  should 
be  ible  to  get  accommodation  at  a high  price.  The  note- 
issi.e  might  be  made  elastic,  and  permitted  to  expand  by  8 
or  4 millions  when  discount  rises  to  8 p.c.,  by  8 or  4 millions 
mo-e  when  discount  rises  to  10  p.c.,  and  so  on,  the  profit  on 
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such  issues  going  to  the  Government.  There  is  such  a pro- 
vision in  Germany. 

With  regard  to  the  Bank  of  England  generally,  our  system 
has  the  following  defects  : — 

(1)  The  gold-reserve  is  smaller  than  it  should  be.  The 
consequence  is  that  there  occur  frequent  and  violent  changes 
in  the  discount  rate. 

(2)  The  whole  monetary  system  of  the  country  is  dependent 
on  the  action  of  a single  board  of  directors. 

(3)  The  interests  of  the  bank  shareholders  are  opposed  to 
those  of  the  public. 

8. — A Weekly  Retu  rn. — The  following  was  the  Return 
published  by  the  Bank  of  England  for  the  week  ending  25th 
July,  1900: — 

ISSUE  DEPARTMENT. 

Notes  Issued  ...£47,664,140  Government 

Debt  £11,015,100 

Other  Securities  6,759,900 
Gold  Coin  and 
Bullion 29,889,140 


£47,664,140  £47,664,140 


BANKING  DEPARTMENT. 

Proprietors’  Government 

Capital £14,553,000  Securities  ..£20,418,545 

Rest  . . 8,584,586  Other  Securities  28,154,842 

Public  Deposits  9,766,559  Notes  17,545,900 

Other  Deposits  89,862,417  Gold  and  Silver 

Seven-day  and  Coin  1,750,436 

other  Bills  ...  153,161 


£67,869,723  £67,869,728 


The  issue  of  notes  is  based  on  “ partial  deposit.”  Of  the 
total  issued,  nearly  30  millons  were  secured  by  a deposit  of  gold 
in  the  vaults.  The  balance,  £17,775,000  is  a “ fiduciary  ” 
issue  ; i.e.,  it  is  secured,  not  by  precious  metal,  but  by  claims 
against  the  Government  and  other  persons  to  that  amount. 
Of  the  notes  issued,  17|  millions  were  in  the  Banking  Depart- 
ment, leaving  80  millions  in  the  hands  of  the  public. 
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The  Bank  was  a debtor — 

'1)  To  its  shareholders  to  the  amount  of  their  capital, 
14^  millions,  and  to  a further  amount  of  3^  millions  (“  Rest”) 
in  respect  of  undivided  profits  ; 

2)  To  the  Government,  in  respect  of  deposits  amounting 
to  nearly  10  millions, 

3)  To  other  persons,  in  respect  of  deposits  amounting  to 
neirly  40  millions. 

Co  meet  these  liabilities  the  Bank  had — 

1)  Its  “ Reserve”  of  coin  and  notes,  amounting  to  nearly 
20  millions, 

2)  Claims  against  the  Government  and  other  persons, 
va'  ued  at  48^  millions. 

'h — The  Clearing  House. — The  controversies  which 
ha  :e  occurred  in  respect  of  the  Bank  Act  and  the  note-issue 
ha'^e  lost  much  of  their  importance  in  consequence  of  the 
gr(  wth  of  hanking  and  the  habit  of  making  payments  by 
ch(  que.  In  order  to  complete  our  survey  of  banking  organi- 
sat.on,  we  have  to  consider  the  machinery  by  which  cheques 
are  dealt  with,  and  its  influence  on  prices.  If  the  recipient 
of  i cheque  at  once  presents  it  at  the  drawer’s  bank  and 
del  lands  cash,  rapidity  of  circulation  is  not  increased.  But, 
as  i rule,  the  receiver  of  a cheque  has  a banking  account  of 
his  own,  into  which  he  pays  the  cheque  as  a deposit.  Thus, 
each  bank  every  day  receives  as  deposits,  cheques  drawn  on 
other  banks.  So  that,  taking  any  two  banks,  say  Union  and 
Nalonal,  Union  becomes  National’s  creditor  by  the  amount 
of  ( heques  on  National  paid  into  Union  by  its  customers,  and 
del  tor  by  the  amount  of  cheques  on  Union  paid  into  National 
by  'ts  customers.  If  all  the  cross-claims  thus  arising  can  be 
set- ofl‘ against  each  other,  to  that  extent  transactions  can  be 
car  led  on  without  the  use  of  cash,  with  a corresponding 
inc -ease  in  rapidity  of  circulation.  Such  a “ cancellation  of 
mu.ual  indebtedness”  is  effected  by  means  of  Clearing 
Houses.  In  London  and  other  large  towns,  the  chief  banks 
sen  I clerks  every  day  to  a room  where  they  effect  the  set-off’. 
Th(  set-off  of  course  is  seldom  exact : there  are  balances  over. 
Tot  il  cheques  on  Union  paid  into  other  banks  may  be  10 
mil  ions  ; total  cheques  on  other  banks  paid  into  Union  may  be 
9^  millions,  leaving  a balance  of  half  a million  to  be  paid  by 
Union. 
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Even  this  balance  is  adjusted  without  cash,  by  entries  (in 
London)  in  the  books  of  the  Bank  of  England. 

The  London  Clearing  House  was  established  in  1775. 
There  were  46  clearing  bankers  in  1810  ; the  number  is  now 
smaller.  Every  non -clearing-banker  has  a clearing-banker 
as  agent. 

In  1899  the  London  clearing  amounted  to  £9000  millions. 

10. — Advantages  of  Banking. — A good  banking 
system  enables  the  functions  of  Credit  to  be  performed  on  a 
large  scale. 

(1)  The  control  of  wealth  is  transferred  from  those  who  are 
unable  or  unwilling  to  employ  it  productively  to  those  who 
have  both  power  and  will  so  to  do. 

(2)  Goods  which  are  produced  for  exchange  should  be 
exchanged  as  quickly  as  possible,  and  credit  facilitates  such 
exchange. 

(3)  Credit  is  not  only  a means  of  transferring  the  control 
of  capital ; it  also  substitutes  a cheap  for  an  expensive  cur- 
rency. In  this  sense  credit  creates  capital,  in  so  far,  that  is, 
as  money  is  itself  capital,  part  of  the  machinery  of  production 
(vi.,  5). 

Bankers  have  been  called  “ solvency-meters.”  It  is  their 
business  to  know  whom  to  trust,  and  it  is  through  their 
agency  that  capital  is  withdrawn  from  trades  that  are  less 
to  those  that  are  more  productive.  Thus  risk  is  reduced,  and 
therefore  rate  of  interest  falls. 

English  trade  is  largely  carried  on  with  borrowed  capital. 
Comte  recommended  that  economic  society  should  be  managed 
by  three  bankers — one  understanding  trade,  the  second  manu- 
factures, the  third  agriculture. 

As  to  Scotland,  in  particular,  it  has  been  said  that  banking 
is  to  its  trade  what  the  Nile  is  to  the  agriculture  of  Egypt. 


QUESTIONS  AND  NOTES. 

1.  Define  Credit,  and  describe  the  different  forms  it  takes  in  an  ad- 

vanced industrial  nation,  such  as  England.  How  does  a good  Banking 
System  promote  the  trade  of  a country?  (Cert.) 

2.  What  gives  value  to  a Bank  of  England  note  and  to  an  ordinary 

cheque  drawn  by  a private  person  on  his  banker  ? How  do  banks  employ 
the  money  of  their  depositors  ? (Cert.) 

In  taking  the  Bank  of  England  note,  one  looks  rather  to  the  solvency 
of  the  Bank  than  to  that  of  the  payer,  whereas  in  taking  a cheque. 
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( ne  looks  rather  to  the  solvency  of  the  drawer  than  to  that  of  the  banker 
( n whom  it  is  drawn. 

3.  Explain  the  terms  Convertible  and  Inconvertible  as  applied  to 
I aper  currency,  and  trace  out  the  different  effects  of  a large  issue  of 
( ither.  How  is  the  convertibility  of  Bank  of  England  notes  secured  ? 

(Cert.) 

A large  issue  of  Inconvertible  paper  currency  will  depreciate  the 
currency  (i.e.,  produce  a rise  in  prices),  see  xiv.,  10;  x.,  7. 

A large  issue  of  Convertible  paper  may  tend  to  raise  prices.  This  will 
tmd  to  cause  an  adverse  exchange  and  a rise  of  discount  (Ch.  xviii.), 
^ 'hich  will  tend  to  bring  back  the  notes  as  deposits.  Especially  if  gold’ 
1 as  to  be  sent  abroad,  the  notes  will  come  in  and  gold  will  be  demanded 
i 1 exchange,  for  export. 

4.  Describe  in  general  terms  the  mode  in  which  a banker  conducts 

1 is  business,  and  the  way  in  which  his  profits  are  made.  (Cert.) 

5.  How  does  a bank  make  its  profit  ? What  is  meant  by  a run  upon 
£ bank  ? In  what  cases  may  a run  upon  a bank  cause  its  failure  ? 

(Cert.) 

6.  Sketch  briefly  the  leading  provisions  of  the  Bank  Charter  Act. 

(L.C.C.,  Sen.) 

7.  Distinguish  betw^een  Assets,  Reserves,  Hoards,  and  Till  Money. 

“ The  notes  in  the  banking  department  of  the  Bank  make  not  only  a 
j art,  but  a most  important  and  active  part  of  the  currency  of  the  country.” 

(McCulloch.) 

Explain  the  above  statement,  how  far  is  it  applicable  to  the  state  of 
affairs  during  the  last  year  or  so  ? (R-/.,  Fm.) 

The  notes  in  the  banking  department  are  called  ” active  ” because  they 
1 ^present  the  gold  in  the  Issue  Department,  and  this  is  the  ultimate 
reserve  in  reliance  on  which  transactions  to  some  twenty  times  its  value 
a re  being  constantly  carried  on. 

8.  In  what  way  does  the  Bank  of  England  act  as  the  sole  banking 

r jserve  of  the  country  ? What  figures  in  its  weekly  returns  represent 
t lis  reserve  ? (L.C.C.,  Sen.) 

9.  Describe,  with  historical  illustrations,  the  chief  functions  of 

tanking.  How  far  are  these  functions  discharged  by  the  Bank  of 
England,  and  to  what  peculiar  dangers  is  the  English  banking  system 
1 able  ? (A.S.  of  Taxes.) 


CHAPTER  XVI. 

THE  MONEY  MARKET. 

1. — In  every  developed  market,  money  is  one  term  of  every 
e.vchange,  and  therefore  in  a sense,  every  such  market  is  a 
1 loney-market.  But  the  expression  “ Money  Market  ” is  used 
\'ith  a meaning  which  is  cognate  with  that  given  to  the 
phrase  “the  value  of  money,”  as  meaning  hire-price,  not 
s lie-price  (x.,  7).  On  the  Money  Market,  dealers  are  not 
I uyers  and  sellers,  unless  we  speak  of  selling  cash  for  credit 
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and  vice-versa  (xv.,  1).  It  is  more  intelligible  to  say  that 
they  are  lenders  and  borrowers.  The  price  paid  for  a loan 
is  called  either  Interest  or  Discount. 

2.  — Interest  and  Discount. — Interest  is  sometimes 
distinguished  from  Discount  by  saying  that  it  is  the  price 
paid  for  the  loan  of  Capital,  whereas  Discount  is  the  price 
paid  for  the  loan  of  legal  tender. 

Another  way  of  distinguishing  them  is  to  call  the  former  the 
rate  for  long,  the  latter  the  rate  for  short,  loans. 

The  discussion  of  Interest  belongs  rather  to  the  department 
of  Distribution  than  to  that  of  Exchange,  and  therefore  we 
are  here  concerned  chiefly  with  Discount.  In  order  to  see  how 
the  rate  of  Discount  is  affected  we  have  to  observe  that — 

(1)  The  total  quantity  of  commodities  in  existence  at  any 
moment  is  very  much  greater  than  the  quantity  which  is 
being  offered  for  sale. 

(2)  Prices  are  adjusted  to  the  proportion  between  the  total 
money  available  for  exchanges  and  the  quantity  of  goods 
offered  for  sale  day  by  day. 

(3)  Much  of  this  “ money  ” consists,  of  credit  documents. 

It  follows  that  if  there  should  be  a sudden  increase  in  the 
quantity  of  commodities  offered  for  sale,  or  if  there  should  be 
a sudden  shrinkage  of  credit  {i.e.,  less  willingness  to  give 
credit),  there  may  be  great  temporary  difficulty  in  obtaining 
money  wherewith  to  carry  on  exchanges  at  current  prices. 
Opposite  movements  will  have  opposite  results,  i.e.,  will  cause 
a “glut”  of  money.  In  the  former  case,  the  “price  of 
money,”  i.e.,  rate  of  discount,  will  rise;  in  the  latter  case  it 
will  fall. 

There  is  a direct  connection  between  rate  of  Discount  and 
rate  of  Interest.  Most  of  the  large  banks  allow  interest  on 
deposits  at  a rate  which  varies  with  the  Bank  rate  of  discount, 
being  generally  1^  p c.  lower  than  that  rate.  And  further, 
since  advances  at  interest  are  always  made  in  the  form  of 
money,  the  scarcity  of  the  latter  and  consequent  high  rate  of 
discount  will  put  difficulties  in  the  way  of  making  the 
advance,  and  therefore  raise  its  price. 

3.  — Lenders  and  Borrowers.  — On  the  London 
Money  Market  the  borrowers  are  chiefly  “ bill-brokers  ” 
(xv.,  4)  and  Stock  Exchange  dealers. 

The  bill-brokers  employ  the  money  in  discounting  trade- 
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Hlls  which  represent  business  in  miscellaneous  commodities 
cone  on  credit.  The  Stock  Exchange  dealers  employ  the 
r loney  in  more  or  less  speculative  transactions  in  stocks  and 
siares,  which  tend  to  secure  uniformity  m the  yield  of  the 
various  forms  of  loan  and  investment,  allowance  made  for 
v arying  risks. 

The  lenders  are  bankers,  who  have  large  sums  of  money  in 
t leir  hands,  for  which  they  pay  no  interest,  or  very  little, 
and  which  they  will  therefore  be  willing  to  lend  at  the  highest 
r ite  they  can  get,  however  low  it  may  be,  rather  than  keep 
t lem  unemployed. 

4. — “Market”  and  “Bank”  Rate.  The  current 

r ite  of  discount  is  fixed  partly  by  the  play  of  demand  and 
s ipply— supply  consisting  of  the  funds  offered  by  banks, 
dsmand  consisting  of  the  sums  which  bill  and  Stock  Exchan^^e 
dialers  desire  to  employ.  ° 

Thus  is  fixed  the  “ Market  ” rate,  the  rate  at  which  lenders, 
o.her  than  the  Bank  of  England,  are  willing  to  do  business, 
lut  the  Bank  of  England,  in  deciding  what  rate  to  charge, 
his  to  take  account  of  circumstances  with  which  other 
dialers  have  no  direct  concern.  It  is  the  largest  lender 
ill  the  market,  some  part  of  whose  supply  is  always  necessary 
to  satisfy  demand,  and  its  rate,  the  “Bank  Rate,”  leads  and 
controls  the  market  rate,  though  it  rarely  coincides  with  it 
e xactly.  The  Bank  Rate  is  the  published  rate,  which  is 
changed  from  time  to  time,  but  less  frequently  than  the 

arket  Rate,  which  is  constantly  varying,  at  which  the  Bank 
0 England  is  willing  to  discount  first-rate  bills,  i.e.,  bills  . 
ismed  by  persons  of  undoubted  solvency.  In  order  to  under- 
stand the  principles  on  which  the  Bank  Rate  is  fixed,  we 
n ust  revert  to  the  organisation  of  banking  and  the  peculiar 
position  of  the  Bank  of  England. 

5. — The  Reserve  and  the  Discount  Rate.— 

V e have  seen  (xv.,  5)  that  the  whole  banking  system  of  the 
cc  untry  is  dependent  on  the  “Reserve”  of  the  Bank  of 
Eugland.  When  the  exchanges  are  unfavourable  (Ch.  xviii.) 
there  is  a tendency  for  gold  to  leave  the  country,  and,  there- 
fc re,  for  the  Reserve  to  diminish.  But  if  this  reserve  were 
permitted  to  quite  disappear,  there  would  be  universal  bank- 
riptcy.  The  Bank  could  neither  discharge  its  own  liabilities 
nor  could  it  enable  other  persons  to  discharge  theirs. 
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Practically  the  whole  of  the  traders  in  the  country  rely 
ultimately  on  the  Bank  of  England  for  the  means  of  meeting 
demands  on  them.  Whenever,  therefore,  the  Bank  perceives 
that  its  Reserve  is  likely  to  be  reduced  to  a point  which  is 
regarded  as  unsafe,  it  has  to  take  steps  to  check  the  reduction. 
This  is  effected  by  raising  the  Bank  Rate.  The  consequences 
■of  the  rise  are  numerous  and  important. 

(1)  The  market  rate  also  rises,  though  it  may  be  in  a lesser 
•degree. 

(2)  Bill-brokers  and  stock-jobbers  are  less  willing  to 
borrow  ; hence 

[a)  Bill-brokers  are  less  willing  to  buy  and  more  willing  to 
sell  bills  on  foreign  countries ; foreigners  are  less 
willing  to  demand  payment  of  debts  due  to  them,  and 
more  willing  to  give  extended  credit  at  the  raised  rates, 
and  may  even  send  money  here  for  investment ; and 
therefore  the  exchanges  become  more  favourable. 

{h)  Merchants,  having  to  pay  higher  rates  for  getting  trade- 
bills  discounted,  are  less  willing  to  do  business,  and 
therefore  there  is  a tendency  for  general  prices  to  fall. 

(c)  Stock-jobbers  are  less  willing  to  buy  and  more  willing 
to  sell  stock  ; and  therefore  stock- exchange  prices  tend 
to  fall. 

(8)  The  interest  paid  by  bankers  rises  (xvi.,  2),  and  there- 
fore the  public  are  more  willing  to  leave  money  on  deposit. 
Buying  of  goods  is  thus  discouraged,  and  general  prices  tend 
to  fall. 

(4)  The  fall  of  general  prices  tends  to  discourage  importa- 
tion and  to  encourage  exportation.  The  consequence  will  be 
a more  favourable  exchange,  but  it  takes  some  time  for  the 
exchanges  to  be  affected  by  this  cause,  whereas  they  are 
immediately  affected  in  the  modes  above  mentioned. 

We  may  sum  up  by  saying  that  a rise  in  the  Bank  Rate 
tends  to  lower  general  prices,  to  raise  interest,  to  make  the 
exchanges  more  favourable,  and  to  cause  an  influx  of  gold, 
which,  finding  its  way  to  the  Bank,  will  check  that  decrease 
in  the  Reserve  which  induced  the  raising  of  the  Rate. 

The  opposite  effects  follow  an  increase  in  the  Reserve  and 
a fall  in  the  Rate. 

6. — Public  Funds  or  Rentes. — When  a government 
“issues  a loan,”  the  subscribers  in  effect  give  money  in 
exchange  for  the  government’s  promise  to  pay  an  annuity  of 


116 


POLITICAL  ECONOMY. 


f xed  amount,  with  or  without  an  additional  promise  to  repay 
tie  sum  advanced  (or  some  other  sum)  at  a date  which  may 
c r may  not  be  stated.  The  amount  of  the  annuity  is  usually 
c efined  as  a percentage.  Thus,  a loan  at  3 p.c.  means  that 
f)r  every  £100  advanced,  £3  per  an.  will  be  paid.  A loan 
1 lay  be  issued  at  par,  at  a premium,  or  at  a discount.  If  at 
];  ar,  £100  is  paid  for  the  annuity  plus  a right  to  repayment  of 
i 100  ; if  at  a premium,  more  than  £100  lias  to  be  paid,  and 
i at  a discount,  less  for  the  same  rights.  After  the  loan  has 
leen  issued,  subscribers  can  transfer  their  rights  to  other 
persons,  at  prices  determined  by  bargaining  and  competition. 

The  bulk  of  the  English  National  Debt  is  now  in  the  form 
of  Stock  called  “ Goschens  ” (because  it  was  issued  by  Mr. 
C oscheii  in  1888-9  to  replace  the  stock  then  existing  The 
a anility  is  2f  p.c.  until  April  5,  1903,  and  2|  p.c.  thereafter. 

I he  government  has  agreed  not  to  pay  off  the  stock  before 
i^pril  5,  1923,  but  may  redeem  it  at  par  thereafter,  as  parlia- 

II  ent  may  determine.  On  September  8,  1899,  Goscheiis 
vere  quoted  104^ — 104|,  i.e.,  dealers  were  willing  to  sell  the 
11  timate  right  to  £100  and  the  intermediate  annuity,  for 
£104  12s.  6d.,  or  to  buy  the  same  for  £104  10s.  Od.  On 
J miiary  8,  1900,  the  price  was  985-%— 98i|-.  This  difference 
i;  connected  with  the  fact  that  at  the  former  date  the  Bank 
Bate  Mas  34  p.c.,  ivhile  at  the  latter  it  M'as  6 p.c.,  and  bankers 
Mere  paying  4 p.c.  on  customers’  deposits,  whereas  at  the 
firmer  date  they  M'ere  paying  no  more  than  2 p.c.  In 
.January,  1900,  therefore,  it  was  M^orth  while  to  sell  Goschene 
a]  id  lena  the  price  to  bankers,  and  the  competition  of  sellers 
brought  doM’ii  the  price. 

The  price  of  government  funds  is  therefore  closely  connected 
M'  th  the  rate  of  interest,  and  the  gain  derived  from  tran- 
ssctions  in  them  is  more  like  profit  than  interest,  since  its 
amount  is  not  fixed  by  contract.  Whoever  bought  Goschens 
ill  September,  1899,  and  sold  them  in  January,  1900,  lost 
money  on  the  speculation. 

It  is  customary  to  assume  that  the  current  rate  of  interest, 
01  perfectly  safe  securities,  is  indicated  by  the  price  of  Consols 
( Goschens  ).  If  these  are  at  par,  then  the  current  rate  is 
2^  p.c.,  and  any  difference  betM'een  that  rate  and  any  other 
M’  lich  may  be  in  fact  paid  at  the  time  is  equivalent  to  in- 
.su  ranee  against  risk.  If  the  price  of  Consols  is  above  or  below 

par,  then  the  current  rate  of  interest  is  proportionately  beloM' 
or  above,  2f. 
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The  price  of  Funds  muII  therefore  depend  partly  on  the 
current  rate  of  interest,  and  partly  on  the  estimated  security  of 
the  particular  investment.  Thus  the  loans  of  such  states  as 
Turkey,  Greece,  and  the  South  American  republics,  stand  at 
much  loM’er  prices  than  those  of  England  and  France.  They 
yield  a greater  return,  but  investors  take  a greater  risk. 


QUESTIONS  AND  NOTES. 

1.  Primitive  trade  was  barter;  then  money  was  devised;  highly 

organised  trade  tends  to  revert  to  barter.  Explain  this  evolution, 
referring  to  (a)  the  services  rendered  by  money,  and  (ft)  the  means  by 
which  economies  are  effected  in  its  use.  {B.I.  Frel.) 

(Cp.  Ch.  xi.)  “ Highly  organised  trade  tends  to  revert  to  barter”  is  a 
very  loose  statement.  It  only  means  that  in  highly  organised  trade 
little  or  no  metallic  money  changes  hands.  But  such  trade  is  differen- 
tiated from  barter  by  the  following  circumstances : — (1)  Values  are 
measured  by  money ; (2)  Prices  are  dependent  on  quantity  of  money, 
if  not  directly,  through  the  banking  reserves. 

2.  Explain,  as  fully  as  you  can,  as  if  to  the  first  class  of  a school,  the 

following  quotations  from  a newspaper : — (o)  “ Bank  rate,  4 per  cent. 
New  Consols  (2s)  were  llOf.”  (ft)  “ Foreign  stocks  show  very  irregular 
movements.”  (Cert.) 

3.  Explain  the  term  Value  of  Money.  What  do  you  understand  by 

money  being  cheap  ? On  what  does  the  value  of  public  Eentes  chiefly 
depend?  (Cert.) 

4.  What  are  the  principal  causes  of  the  rise  and  fall  of  the  bank 

‘■ate?  (L.C.C.,  Sen.) 

5.  Distinguish  carefully  between  interest,  profit,  and  discount.  How 

are  they  related,  and  by  what  are  they  respectively  determined  ? Describe 
the  causes  which  affect  the  Bank  Rate,  and  account  for  the  importance 
attached  to  its  movements.  (B.I.,  Fin.) 

6.  Account  for  the  importance  which  is  attached  to  the  movements 
of  the  Bank  rate  of  discount.  How  do  its  variations  affect  (a)  mercan- 
tile profits,  (ft)  the  price  of  securities,  (c)  the  foreign  exchanges  ? 

(A.S.  of  Ta.xe.^.) 

7.  What  are  the  usual  causes  of  a low  rate  of  discount?  The  low 
rates  that  have  prevailed  during  the  last  few  years  are  sometimes  held  to 
be  a proof  that  the  fall  of  prices  cannot  be  due  to  an  appreciation  of 
gold.  Define  the  term  Appreciation  of  Gold,  and  examine  the  argument. 

(B.I.,  Brel.) 

8.  Describe  roughly  the  way  in  which  Consols  are  held,  and  the  part 
played  by  them  and  by  similar  securities  in  modern  finance. 

Consider  the  causes,  and  some  of  the  chief  effects,  of  the  present  low 
rate  of  interest  obtainable  on  first-class  securities ; and  discuss  the 
probability  of  any  rise  in  this  rate.  (B.I.,  Fin.) 
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CHAPTER  XVII. 

FLUCTUATIONS  OF  PRICES. 

1. — The  tacit  assumption  usually  made  that  the  value  of 
n loney  remains  constant  from  time  to  time  (in  other  words, 
tl  tat  money  is  an  unvarying  standard  of  value,  or  for  deferred 
piyments)  is  frequently  erroneous.  Changes  in  the  value  of 
n oney,  or,  in  other  words,  in  the  general  level  of  prices,  do- 
oiicur,  and  have  the  most  far-reaching  effects  on  the  history 
0 nations,  classes,  and  individuals. 

A continued  fall  in  prices  has  both  political  and  industrial 
eJfects.  Politically,  it  adds  to  the  power  and  wealth  of  those 
W30  are  already  powerful  and  wealthy,  since  it  increases  the 
purchasing  power  of  fixed  sums  of  money,  whether  capital  or 
mcome.  Industrially,  it  checks  business  activity,  by  reducing 
piofits  and  rendering  them  precarious.  It  is  difficult,  too, 
tc  reduce  money-wages  in  proportion  to  the  fall  in  prices  of 
miterial  commodities.  Real  wages  thus  rise  ; a benefit  dearly 

be  light  at  the  expense  of  a contraction  of  the  field  of  emnlov- 
m mt. 

A continued  rise  of  prices  has  opposite  effects.  Politically, 
it  lightens  the  burden  of  taxation,  injuring  the  “ moneyd 
cl  isses  and  benefiting  the  active  members  of  the  community. 
Ir  dustrially,  all  who  are  entitled  to  fixed  sums  of  money, 
w lether  as  capital  or  income,  are  losers,  while  profits  increase, 
the_  employing  class  are  stimulated,  real  wages  fall,  but 
bi  siness  expands,  and  rapidly  compensates  labourers  by  way 
of  an  increased  field  of  emplojunent  with  rising  money-wages. 

Either  a rise  or  a fall  of  prices  works  mischief,  by  inflicting 
ur  deserved  losses  and  giving  undeserved  gains.  But  whereas 
th  3 fall  exerts  a numbing  and  deadening  effect  on  human 
aC/ivity,  a gentle  rise  is  stimulating  and  invigorating  on  the 
wl  ole.  A rapid  rise,  however,  is  disastrous  (xxx.,  1). 

1.  Causes  of  Fluctuations. — A change  in  general 
pr  ees  must  be  caused  by  either  (or  both),  (1)  a change  in  the 
quintity  of  goods  offered  for  sale;  or  (2)  a change  in  the 
quintity  of  money  in  circulation. 

1)  The  quantity  of  goods  offered  for  sale  will  vary  in  con- 
sec  uence  of — 

\a)  Changes  in  the  efficiency  of  industry,  which  tends  to 
increase  on  the  whole,  and,  therefore,  exerts  a steadily 
depressing  effect  on  prices. 
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(6)  Changes  in  the  number  of  times  the  same  goods  are 
put  on  the  market,  which  also  tends  to  increase,  with 
the  same  effect  (x.,  8). 

(r)  Changes  in  the  proportion  of  goods  in  existence  which 
are  put  on  the  market,  which  also  tends  to  increase 
(x.,  8 ; xix.,  2). 

When  “ credit  ” contracts,  traders  are  driven  to  put  an 
unusually  large  quantity  of  goods  on  the  market,  and  to  effect 
“ forced  ” sales  at  low  prices. 

(2)  The  quantity  of  money  in  circulation  will  vary  in  con- 
sequence of — 

{ci)  Variations  in  the  yearly  output  of  the  money-metals  ; 

{h)  Variations  in  the  quantity  of  money-metal  used  other- 
wise than  as  money  ; for  hoarding,  or  in  the  arts  ; 

(c)  Changes  in  the  mint-regulations.  A’.//.,  between  1878 
and  1888  silver  w’as  demonetised  in  several  states,  and 
£200  millions  of  gold  were  used  to  take  its  place. 
Debasement  of  the  currency  sometimes  occurs,  and 
adds  to  the  quantity  of  money  in  circulation. 

{(i)  Variations  in  the  extent  to  which  credit-documents  are 
used  as  money. 

8. — Classes  of  Fluctuations. — Certain  fluctuations 
of  prices  (including  discount)  occur  at  approximately  regular 
, intervals.  There  is  a well-marked  Autumnal  Pressure  in  the 
money  market,  shewing  itself  in  rising  discount.  This  seems 
due  to  the  fact  that  the  summer  and  autumn  are  the  spending 
season.  The  harvest  has  to  be  got  in  and  sold,  remittances 
are  made  for  holiday  expenditure,  and  more  money  is  there- 
fore wanted  by  the  public  than  at  other  seasons.  The  country 
banks  first  feel  the  pressure,  which  falls  on  the  Bank  of 
England  in  October. 

A Quurterlif  Fluctuation  is  caused  by  the  quarterly  payment 
of  dividends  on  the  National  Debt,  rent,  &c.  There  is  a slight 
fluctuation  once  a fortnight  caused  by  the  custom  of  settling 
Stock  Exchange  transactions  at  that  period.  Further,  there 
are  local  fluctuations  due  to  special  conditions. 

During  the  first  half  of  the  19th  century  there  was  a well- 
marked  Ten  Year  Period  of  fluctuations  or  Credit-Cycle.  In 
1798,  1811,  1825-6,  1887,  1847,  1857,  and  1866  there  were 
well-marked  Crises.  In  1878  there  was  a maximum  of  bank- 
ruptcies, but  since  that  date  the  Ten-year  period  has  not 
clearly  shewn  itself.  These  crises  usually  occurred  in  the 
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£utumn.  The  special  Ten-year  Cycle,  pushing  down  still 
nwer  than  usual  the  regular  autumnal  depression,  produced 
taat  acu^  condition  of  business  difficulty  which  is  called  a 
crisis.  The  term  implies  that  a relatively  large  number  of 
cmployersfind  it  impossible  to  obtain  means  wherewith  to 
rieet  their  current  engagements,  although  they  may  be  able 

ultimately  to  pay  20/-  in  the  £,  if  time  be  allowed  them  to 
realise  their  property. 

Prof.  Marshall  thus  describes  a “ credit-cycle  ” • “ The 

biginning  of  a period  of  rising  credit  is  often  a series  of  good 
birvests.  Less  having  to  be  spent  in  food,  there  is  a better 
<t»mand  for  other  commodities.  Producers  find  that  the 
di'inand  for  their  goods  is  increasing  : they  expect  to  sell  at  a 
pi'Olit,  and  are  willing  to  pay  good  prices  for  the  prompt 
< livery  of  what  they  want.  Employers  compete  with  one 
another  for  labour  ; wages  rise  ; and  the  employed  in  spending 
tt  eir  wages  increase  the  demand  for  all  kinds  of  commodn 

ii.s  . . , .Credit  is  jubilant,  and  readily  accepts  paper  promises 

topa}x  Prices,  wages  and  profits  go  on  rising Many 

spsculators,  seeing  the  rise,  and  thinking  it  will  continue, 
bi  y goods  with  the  expectation  of  selling  them  at  a profit. 
Ai  such  a time  a man  who  has  only  a few  hundred  pounds 
ca:i  often  borrow  from  bankers  and  others  the  means  of 
buying  many  thousand  pounds’  worth  of  goods  ; and  every 
one  who  thus  enters  into  the  market  as  a buyer,  adds  to  the 

upvard  tendency  of  prices,  whether  he  buys  with  bis  own  or 
wnh  borrowed  money. 

‘This  movement  goes  on  for  some  time,  till  at  last  an 
en  amount  of  trading  is  being  carried  on  by  credit 

an  1 with  borrowed  money Trade  is  in  a dangerous  con- 

dit  ion.  1 hose  whose  business  it  is  to  lend  money  are  among  the 
fir:  t to  read  the  signs  of  the  times  ; and  they  begin  to  think 
about  contracting  their  loans.  But  they  cannot  do  this  without 
mich  disturbing  trade.  If  they  had  been  more  chary  of 
lenJing  at  an  earlier  stage,  they  would  simply  have  prevented 
sone  new  business  from  being  undertaken  ; but  when  it  is 
OIK  e undertaken,  it  cannot  be  abandoned  without  a loss  of 
mii3h  of  the  capital  that  has  been  invested  in  it.  . . . Distrust 
me  -eases ; those  who  have  lent  become  eager  to  secure  them- 
seh  es,  aiffi  refuse  to  renew  their  loans  on  easy  or  even  on  any 

terms.  Some  speculators  have  to  sell  goods  in  order  to  pay 

the  r debts  ; and  by  so  doing  they  check  the  rise  of  prices. 
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A speculator  who  has  borrowed  money  at  interest  to  buy 
goods  may  be  ruined  if  he  holds  them  a long  time,  even  while 
their  price  remains  stationary  ; he  is  almost  sure  to  be  ruined 
if  he  holds  them  while  their  price  falls.  M hen  a large  specu- 
lator fails,  his  failure  generally  causes  that  of  others  yffio  have 
lent  their  credit  to  him  ; and  their  failure  again  that  of 
others.  • • • • As  credit  by  growing  makes  itself  grow,  so 
when  distrust  has  taken  the  place  of  confidence,  failure  and 
panic  breed  panic  and  failure.  The  commercial  storm  leaves 
its  path  strewn  with  ruin.  When  it  is  over,  there  is  a calm, 

but  a dull,  heavy  calm Thus  the  state  of  trade,  to  use 

the  famous  words  of  Lord  Overstone,  ‘ revolves  apparently  in 
an  established  cycle.  First  we  find  it  in  a state  of  quiescence 
— next  improvement,  growing  confidence,  prosperity,  excite- 
ment, overtrading,  convulsion,  pressure,  stagnation,  distress, 
ending  again  in  quiescence.’  ” 

The  absence  of  marked  crises  of  late  years  may  be  due  to 
improvement  in  banking.  It  is  the  banker’s  function  to 
foresee  the  tendency  to  crisis,  and  to  counteract  it. 

The  high  organisation  of  modern  production  and  exchange 
renders  trade  sensitive.  Production  is  carried  on  for  future 
and  distant  markets,  and  may  be  deranged  by  unforeseen 
events,  while  transactions  to  a vast  amount  are  carried  on 
with  a comparatively  small  amount  of  metallic  money  (x.,  9). 

If  a crisis  can  be  foreseen  it  can  be  checked  by  restricting 
credit  in  good  time.  When  the  contraction  of  credit  has 
actually  set  in,  liberal  advances  should  be  made  to  all  whose 
ultimate  solvency  is  above  doubt,  but  at  high  rates.  It  was 
to  enable  this  to  be  done  that  the  Bank  Act  of  1844  was 
suspended  in  the  crises  of  1847,  1857,  and  1866  (xv.,  7). 

— Course  of  Prices. — Some  conception  of  the  im- 
portance of  changes  in  the  general  level  of  prices  and  their 
connection  with  the  supply  of  money-metal  may  be  obtained 
by  a brief  historical  review, 

While  Rome  was  engaged  in  her  career  of  conquest,  she 
obtained  possession  from  time  to  time  of  her  enemies’  hoards. 
But  when  the  ]iax  Romana  put  an  end  to  this  source  of  supply, 
the  stock  of  precious  metal  in  the  Roman  world  began  to 
diminish,  for  the  Romans  were  not  successful  miners. 

It  is  estimated  that  the  stock  was  358  millions  in  A.D.  14, 
and  that  it  decreased  to  34  millions  by  the  year  806.  The 
declension  of  the  Roman  -Empire  is  with  some  probability 
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attributed  to  this  cause.  The  tributes  of  the  provinces  had 
tc  be  paid  in  fixed  amounts,  while  the  diminution  in  the 
stDck  was  forcing  prices  down.  The  result  was  that  the 
pi  ovinces  had  to  give  an  increasingly  greater  share  of  their 
pi  oduce  to  Rome,  and  became  impoverished  while  riotous 
ej  travagance  was  corrupting  the  capital.  From  806  to  1492 
tl  ere  was  a Silver  Famine,  the  material  cause  of  the  stagna- 
ti  )n  of  the  Dark  Ages.  Among  the  causes  of  the  Renascence, 
not  the  least  effectual  was  the  gold  and  silver  of  the  New 

orld.  The  western  world’s  stock  of  precious  metals  in  1600 
is  put  at  180  millions,  in  1810  at  808,  in  1880-1848  at  880 
millions.  The  latter  period  was  one  of  peace  and  growing 
tride  and  population.  The  stock  of  money-metal  being 
st  itionary,  the  result  was  a fall  of  prices,  which  is  regarded 
aj  the  cause  of  the  sufferings  which  produced  Chartism  in 
Ejgland  and  Revolutions  on  the  Continent. 

In  1848-50  new  supplies  of  gold  began  to  arrive  from 
California  and  Australia,  and  the  strain  was  relieved.  From 
R 50  to  1870  was  a period  of  improvement  and  prosperity, 
w lich  may  be  attributed  to  Free  Trade,  railways,  Ac.,  but  is 
certainly  not  unconnected  with  the  supply  of  gold.  During 
these  20  years  there  were  added  to  the  world  s stock  some 
6f  7 millions  gold,  845  millions  silver,  of  which  the  East  took 
a iotal  of  25  millions  per  annum,  500  millions  in  all. 

About  1870  the  production  of  the  mines  began  to  slacken, 
ard  between  1870  and  1880  it  is  computed  that  there  were 
used  for  extraordinary  purposes  nearly  200  millions  of  gold, 
r/:  .,  84  millions  by  Germany,  16  millions  by  Italy,  and  100 
m llions  by  the  United  States  (xvii.,  2).  A fall  of  prices 
accordingly  set  in.  which  has  continued  almost  to  the  present 
til  le.  It  seems  likely,  however,  to  be  checked  and  perhaps 
CO  iverted  into  a rise,  if  the  recent  enormous  increase  in  the 
w{  rld’s  annual  gold  output  is  maintained.  This  output  about 
1850  was  under  80  millions,  about  1880  had  fallen  nearly  to 
20  millions,  but  in  1899  was  over  66  millions. 

Prices  in  London  were  three  times  as  high  about  1600  as 
in  1500.  Our  Poor  Law  and  the  Civil  Wa  r are  thought  both 
to  have  been  caused  by  the  rising  prices  : the  former  because 
wages  rose  slowly  while  commodities  rose  rapidly  in  price, 
th(  latter  because  the  king’s  necessities  led  him  to  impose 
vei  atious  taxation. 

Prices  were  high  at  the  beginning  of  the  19ih  century,  but 
had  fallen  by  a half  in  1850. 
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In  1887  general  prices  were  lower  than  in  1845-50,  having 
meanwhile  risen  42  p.c. 


QUESTIONS  AND  NOTES. 

1.  Explain  how  debasing  the  currency  of  the  country  affects  its 

industries.  Give  illustrations  from  English  History,  and  from  the 
history  of  the  French  Revolution.  {Cert.) 

2.  What  is  meant  by  the  Appreciation  and  the  Depreciation  of  Gold? 

State  the  reasons  for  the  conclusion  that  gold  has  undergone  a con- 
siderable appreciation  in  the  last  10  years.  {Cert.) 

3.  Give  a brief  account  of  ove  of  the  following  : — 

{a)  The  historical  connection  between  the  introduction  of  token 
currency  and  the  disuse  of  the  system  of  double  legal  tender. 

{h)  The  course  of  average  wholesale  prices  in  England  during  the  last 
hundred  years. 

(c)  The  changes  in  the  structure  and  functions  of  the  English  banking 

system  since  1844.  (R-E>  Fj».) 

4.  Estimate  the  effects  {a)  of  a gradual,  {h)  of  a rapid  rise  in  the  pur- 

chasing power  of  money.  Suggest  causes  which  may  bring  about  either 
result.  (8. *8.  of  7Vj.rf.s-.) 

5.  Distinguish  between  the  functions  of  the  dealer,  the  capitalist,  and 

the  employer.  A general  fall  of  prices  is  said  to  benefit  the  capitalist  at 
the  expense  of  the  employer.  Discuss  this.  (/>.7.,  Prel.) 

().  Distinguish  between  the  r?ecessary  and  avoidable  causes  of  fluctua- 
tion in  prices  and  employment.  (R.4.,  Prel.) 


CHAPTER  XVIII. 

INTP2RNATIONAL  TRADE  AND  FOREIGN  EXCHANGES. 

1.  — Let  US  imagine  two  neighbouring  islands,  of  which 
one,  Alpha,  is  unfertile,  but  rich  in  minerals  ; the  other.  Beta, 
is  poor  in  minerals,  but  fertile.  Naturally  Beta  will  be 
devoted  to  agriculture.  Alpha  to  manufactures,  and  portions 
of  their  respective  products  will  be  exchanged. 

2.  — Relative  Advantage. — We  will  suppose  that  the 
production  of  a ton  of  coal  requires  two  days’  labour  in  Alpha, 
four  in  Beta  ; that  of  a quarter  of  wheat  requires  three  days’ 
labour  in  Alpha,  one  in  Beta  ; and  that  a wooden  table  can 
be  made  in  either  island  with  the  same  amount  of  labour, 
that  of  two  days.  We  may  say  that  Alpha  has  an  absolute 
advantage  over  Beta  in  regard  to  coal,  an  absolute  disad- 
vantage as  to  wheat,  and  an  absolute  equality  as  to  wooden 
tables.  It  is  clear  that  it  will  be  to  the  advantage  of  both 
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is  ands  to  exchange  Alpha’s  coal  for  Beta’s  wheat.  But  it 
r€  ]uires  reflection  to  perceive  that  it  will  be  more  economical 
for  one  of  the  islands  to  manufacture  all  the  tables  that  both 
re  quire,  than  for  each  to  make  its  own.  It  may  easily  be 
stewn,  however,  that  there  will  be  a saving  of  labour  on  the 
w lole  if  all  the  tables  are  made  in  either  island,  but  that  the 

g£  in  will  be  greater  if  they  are  made  in  Alpha  than  if  they  are 
made  in  Beta. 

(1)  Let  all  the  tables  be  made  in  Beta.  If  Alpha  imports 
a :able,  she  saves  from  table-making  two  days’  labour,  which 
w 11  raise  a ton  of  coal.  If  that  ton  be  sent  to  Beta  in  ex- 
cl  ange  for  the  table.  Beta  gets  a ton  of  coal,  which  would 
ccst  her  four  days’  labour,  in  return  for  the  product  of  two 
dtys’  labour:  a saving  on  the  whole  of  two  days’  labour. 

(2]  Let  all  the  tables  be  made  in  Alpha.  When  one  is 
in  ported  into  Beta,  Beta  sav'es  two  days’  labour  from  table- 
m iking  and  devotes  it  to  wheat-growing,  thereby  producing 
tv  0 quarters.  These  two  quarters,  if  sent  to  Alpha  in  ex- 
ctange  for  the  table,  will  save  Alpha  six  days’  labour,  which 
would  be  there  necessary  to  raise  so  much  wheat:  a saving 
or  the  whole  of  four  days’  labour. 

The  most  economical  arrangement,  then,  will  be  for  Beta  to 
de  vote  herself  to  wheat-growing  alone,  leaving  Alpha  to  pro- 
di  ce  both  coals  and  tables.  The  relation  between  Alpha  and 
B(  ta  is  expressed  by  saying  that  Alpha  has  a “ relative  advan- 
ta,^e”over  Beta  in  the  manufacture  of  tables.  For  if  Beta 
neglects  wheat-growing  to  make  tables,  she  neglects  a trade 
in  which  she  has  an  absolute  advantage  c>f  three  to  one  in 
fa 'our  of  a trade  where  she  has  an  absolute  equality. 
Whereas,  if  Alpha  neglects  coal-raising  in  order  to  make 
ta  )les,  she  neglects  a trade  in  which  she  has  an  absolute 
advantage  of  only  two  to  one  in  favour  of  a trade  in  which 
shj  has  an  absolute  equality. 

An  improvement  in  the  method  of  producing  an  exported 
ar  icle  is  the  same  thing  as  an  increase  in  the  relative  advan- 
tage of  the  exporting  country. 

L— “Territorial  Division  of  Labour.” — lust  as 
ex  3hange  makes  possible  division  of  labour  within  a country, 
so  international  trade  makes  possible  division  of  labour 
wi  :hin  the  wider  community  formed  by  all  the  inter-trading 
sti  tes.  This  truth  has  been  emphasised  by  calling  Inter- 
na flonal  Trade  the  “ Territorial  Division  of  Labour. 
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If  the  student  will  again  read  through  the  above  illustration, 
but  instead  of  calling  Alpha  and  Beta  difl'erent  countries,  will 
regard  them  as  individuals  carrying  on  business  within  the 
same  community.  Alpha  being  a miner,  and  Beta  an  agri- 
culturist, he  will  find  that  the  conclusions  reached  will  be 
unaltered  by  the  change. 

4.  — Value  in  International  Trade. — In  order  to 
see  how  such  a trade  as  %ve  have  imagined  would  be  actually- 
brought  about,  we  must  assume  a theory  of  value.  An 
approximation  to  such  a theory  is  to  suppose  that  commodi- 
ties exchange  in  the  ratio  of  the  labour  spent  in  their  produc- 
tion. This  is  but  a rude  approximation,  since  it  neglects  the 
conditions  of  Demand,  and  greatly  simplifies  those  of  Supply. 

If  there  is  no  trade  between  Alpha  and  Beta,  a table  in 
Alpha  will  be  worth  f of  a quarter  of  wheat,  and  in  Beta  will 
be  worth  two  quarters.  If,  now,  trade  be  permitted,  there 
will  be  a profit  of  200  p.c.  (neglecting  cost  of  carriage,  kc.) 
on  buying  tables  in  Alpha  with  wheat  and  selling  them  for 
wheat  in  Beta. 

In  order  to  investigate  the  subsequent  history  of  the  table- 
trade,  we  need  to  enlarge  our  theory  of  value,  by  taking  into 
account  the  effects  of  relative  Supply  and  Demand. 

The  export  of  tables  from  Alpha  to  Beta  and  of  wheat  from 
Beta  to  Alpha  will,  as  to  tables,  decrease  the  supply  in  Alpha 
and  increase  it  in  Beta,  and  as  to  -wheat,  decrease  the  supply 
in  Beta  and  increase  it  in  Alpha.  There  will  result  a ten- 
dency, as  to  tables,  to  higher  values  in  Alpha,  lower  values  in 
Beta ; as  to  wheat,  to  higher  values  in  Beta,  lower  values  in 
Alpha.  Dealers’  profits  will  be  diminished  by  this  tendency 
to  make  the  wheat-price  of  tables  the  same  in  both  islands. 
If  this  price  were  ultimately  fixed  at  f of  a quarter,  we  might 
say  that  Beta  gained  the  whole  benefit  of  the  trade  ; if  at  two 
quarters,  that  Alpha  gained  the  whole  benefit.  At  what 
point  between  these  extreme  limits  the  price  will  rest  will 
depend  on  the  nature  of  the  total  demand  for  each  export. 
If,  e.(j.,  a small  reduction  in  the  value  of  tables  greatly  in- 
creases the  demand,  whereas  wheat  may  fall  considerably  in 
value  without  much  increase  in  demand,  then  the  value  of 
tables  will  rise  as  compared  with  wheat,  and  Alpha  will  derive 
more  benefit  from  the  trade  than  Beta. 

5.  — International  Movements  of  Money. — The 
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st  idy  of  the  movement  from  country  to  country  of  money  in 
itii  various  forms,  including  credit-documents,  is  called  the 
st  idy  of  the  Foreiiin  E.vchanaes. 

We  suppose  that  a merchant  in  Alpha,  whom  we  will  call 
Importer  A,  has  bought  goods  worth  £100  from  a merchant 
in  Beta,  whom  we  will  call  Exporter  B,  and  desires  to  pay 
fo:  them.  It  will  be  a very  convenient  mode  of  doing  this, 
if  Importer  A can  obtain  an  order  on  some  person  in  Beta, 
di  -ecting  such  person  to  pay  £100  to  Exporter  B,  and  trans- 
m t such  order  to  the  latter.  An  order  of  this  kind  is  a bill 
of  exchange  (xi.,  4),  and  may  be  drawn  by  any  person  who  is 
a creditor  of  the  “ drawee.” 

Now  suppose  that  a merchant  in  Alpha,  Exporter  A,  has 
.so.d  goods  worth  £100,  to  Importer  B,  in  Beta. 

Exporter  A is  a creditor  of  Importer  B for  £100,  and  there- 
fo  -e  entitled  to  draw  a bill  on  him  for  that  amount.  This  he 
dees,  and  sells  the  bill  for  £100  to  Importer  A.  This  trans- 
ac  don  satisfies  the  parties  in  Alpha.  Im])orter  A has  paid 
£100,  Exporter  A has  received  £100.  Importer  A transmits 
thj  bill  to  Exporter  B,  who  presents  it  for  payment  to  Im- 
porter B.  On  payment  by  the  latter,  the  parties  in  Beta  are 
sa  isfied.  Importer  B has  paid  £100,  Exporter  B has  received 
£100,  and  thus  cross  dealings  between  Alpha  and  Beta  are 
se  tied  without  the  use  of  metallic  money. 

Actual  transactions  of  this  kind  are  facilitated  by  a class  of 
deilers  called  bill-brokers  (xv.,  4),  to  whom  importers  and 
ex  sorters  resort,  to  buy  and  sell  bills,  paying,  of  course,  a 
CO  nmission  for  the  accommodation.  Bills  thus  become  com- 
modities, whose  price  is  regulated  by  demand  and  supply.  So 
loi  ig  as  the  total  payments  on  all  accounts  due  from  Alpha 
to  Beta  balance  the  total  payments  due  frojn  Beta  to  Alpha, 
exihange  is  at  par  ; i.e.,  a bill  for  £100  on  Alpha  or  Beta  can 
be  bought  in  Beta  or  Alpha  for  £100,  allowing  for  the  broker’s 
CO  nmission.  But  if  this  balance  is  not  maintained,  bills  rise 
to  a premium  in  one  country  and  fall  to  a discount  in  the  other. 

Suppose  that  more  money  is  due  from  Alpha  to  Beta  than 
fre  m Beta  to  Alpha.  Then  bill-brokers  in  Alpha  will  find 
thi  .t  bills  on  Beta  are  in  demand  (by  those  who  owe  money  in 
Be  ca)  to  a greater  value  than  are  being  ofiered  to  them  (by 
those  who  have  claims  on  Beta).  They  will,  therefore,  ask 
iiK  re  than  £100  for  £100  bill  on  Beta,  and  exchange  on  Beta 
is  ;aid  to  be  at  a premium  or  in  favour  of  Beta.  At  the  same 
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time  bill-brokers  in  Beta  will  find  that  bills  on  Alpha  are  in 
demand  (by  those  who  owe  money  in  Alpha)  to  a less  value 
than  are  being  offered  to  them  (by  those  who  have  claims  on 
Alpha).  They  will,  therefore,  be  willing  to  sell  a £100  bill 
on  Alpha  for  less  than  £100,  and  exchange  on  Alpha  is  said 
to  be  at  a discount  or  against  Alpha. 

The  usual  limit  to  premium  and  discount  is  the  cost  of 
transmitting  money-metal. 

A sovereign  contains  the  same  quantity  of  gold  as  25  francs 
22A  centimes.  Therefore,  when  a bill  on  Paris  for  25*224^  fr. 
can  be  bought  in  London  for  £1,  exchange  on  Paris  is  at  par. 

The  carriage  of  a sovereign  between  London  and  Paris  costs 
10  centimes.  A London  merchant  who  owes  money  in  Paris 
will  rather  buy  a bill  at  the  rate  of  £1  for  25*15  fr.  than  send 
gold  ; but  he  would  rather  send  gold  than  pay  for  a bill  at  the 
rate  of  £1  for  onlv  25*10  fr.  Thus,  when  exchange  on  Paris 
rises  above  £1  for  25*12^  there  is  a tendency  for  gold  to  flow 
from  England  to  France,  and,  on  the  other  hand,  w’hen 
exchange  on  Paris  falls  below  £1  for  25*32|-  fr.,  there  is  a 
tendency  for  gold  to  flow  from  France  to  England. 

25*22^  fr.  for  £1  is  called  the  mint  par  of  exchange. 

25*10-|  fr.  for  £1  is  called  the  outtfoinp  sjiecie-,  or  ^old-  or 
bullion-])omt. 

25*32Jfr.  for  £1  is  called  the  incominr/  specie-,  or  paid-  or 
hidlion-point. 

We  have  seen  (xvi.,  5)  that  the  Bank  of  England  raises  its 
rate  w'henever  there  is  a prospect  of  a drain  of  gold,  and  w*e 
now  see  how  this  follow's  an  adverse  exchange.  On  the  other 
hand,  a favourable  exchange  tends  to  an  influx  of  gold,  and 
permits  a lowering  of  the  Bank  rate. 

6. — “ Balance  of  Indebtedness.” — The  tendency 
of  money  to  enter  or  leave  a country  depends  on  many  cir- 
cumstances. The  value  of  material  imports  is  due  abroad, 
the  value  of  material  exports  is  due  at  home.  Large  sums 
are  occasionally  due  from  England  for  investment  abroad ; 
large  sums  are  due  to  England  annually  by  way  of  profit  and 
interest  on  foreign  investments  and  loans  ; money  is  due 
abroad  every  year  to  support  travellers,  and  absentee  capitalists, 
landlords  and  employers  ; money  is  due  inw'ards  in  respect  of 
work  done  for  foreign  countries,  notably  for  freight  earned  in 
the  carrying-trade  ; money  is  due  outwards  to  pay  Government 
expenses  abroad,  in  respect  of  wars,  diplomatic  service,  Ac. 
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There  is  an  automatic  tendency  for  the  total  of  money  due 
0 itwards  to  equal  the  total  of  money  due  inwards. 

” — Exports  balance  Imports — Where  two  countries 
e .change  two  commodities  it  is  obvious  that  the  value  of  the 
import  into  either  country  is  the  same  as  that  of  the  export 
fi  om  it.  But  when  the  foreign  trade  of  a country  is  extensive 
a id  multifarious,  the  truth  that  the  total  value  of  imports 
must  equal  the  total  value  of  exports  is  not  so  obvious.  It  is 
iiaportant  to  get  a clear  view  of  this  truth. 

The  course  of  international  trade  is  determined  by  Price. 
\ .'hen  a merchant  is  considering  whether  to  export  or  import 
c mimodities,  he  looks  only  to  Prices  in  gold,  in  the  various 
c nmtries  under  his  notice. 

Importation  is  always  from  countries  where  price  is  com- 
p iratively  low,  to  countries  where  price  is  comparatively  high. 

Let  us  suppose,  now,  that  during  any  given  period  the  total 
a. iiount  of  payments  due  abroad  from  England  exceeds  that 
o;  payments  due  in  England  from  foreign  countries. 

We  have  seen  (xviii.,  5)  that  the  consequence  will  be  an 
e ^change  adverse  to  England,  and  a tendency  for  gold  to 
h ave  the  country.  If  this  tendency  is  sulhciently  strong,  the 
lank  of  England  will  raise  its  rate  (xvi.,  5),  and  the  conse- 
q.ience  of  this  will  be  a fall  of  prices,  an  encouragement  to 
importation  into  England,  and  a discouragement  to  exporta- 
tion from  it,  the  result  of  which  will  be  a tendency  towards 
equalisation  of  English  claims  due  abroad  with  foreign  claims 
d le  in  England. 

Similar  reasoning  will  show  us  that  if  during  any  period 
tlie  total  amount  of  payments  due  abroad  from  England  falls 
s lort  of  that  of  payments  due  in  England  from  foreign 
countries,  there  will  ensue  a state  of  foreign  exchanges  on  the 
V hole  favourable  to  England,  a fall  in  discount  rates  and  a 
r se  in  prices  here,  an  encouragement  to  importation  and  a 
d .scouragement  to  exportation,  tending  to  restore  the  balance. 

Thus  the  normal  state  is  the  equation  of  international 
indebtedness,  and  any  variation  from  it  tends  to  disappear. 

8 — Surplus  of  English  Imports. — In  1898  there 
were  imported  into  the  United  Kingdom  material  commodi- 
ties (not  including  money-metal)  to  the  value  of  over  £ilO^ 
n illions,  and  there  were  exported  similar  goods  to  the  value 
o'  over  £294  millions.  The  figures  for  1899  were  about 
£ 185  millions  imports  and  nearly  £330  millions  exports. 
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The  discropancy  between  the  respective  values  of  imports 
and  exports  involves  no  breach  of  the  law  that  the  total  value 
of  a country’s  exports  must  equal  the  total  value  of  its  im- 
ports, but  is  accounted  for  by  the  other  causes  of  movements 
of  money  to  which  we  have  referred  (xviii.,  6).  Large  pay- 
in^ents,  e.(/.,  are  due  every  year  in  England  for  freight  earned 
abroad.  These  payments  will  tend  to  make  exchange  favour- 
able to  England,  the  English  rate  of  discount  will  fall, 
general  prices  in  England  will  rise,  importation  will  be  en- 
couraged, exportation  will  be  discouraged.  Hence,  a tendency 
for  material  imports  to  outvalue  material  exports.  We  may 
sum  up  in  this  way : — The  total  value  of  exports  of  all  kinds 

money-metal,  and  also  credit-documents 
of  all  kinds)  must  equal  the  .total  value  of  imports  of  all  kinds. 
Freight,  therefore,  earned  abroad  by  English  shipowners, 
must  be  regarded  as  payment  for  an  export  of  Services  (an 
invisible  export  ) which  may  be  balanced  by  an  import  of 
material  commodities.  If  English  capitalists  make  larf^e 
investments  abroad,  an  excess  of  material  exports  over  imports 
may  ensue.  The  investment  takes  the  form,  in  the  first  place 
of  an  export  of  Rights  against  English  people,  or,  as  we  may 
say,  of  English  Debits.  The  actual  export  is  in  the  form  of 
bills  on  England.  This  operation  turns  the  exchanges  against 
England,  discount  rises,  prices  fall,  and  exportation  of 
material  commodities  is  encouraged. 

When  the  investment  has  been  made,  and  the  dividends 
are  coming  in,  the  opposite  result  is  seen.  The  dividends  are 
paid  here  by  bills  drawn  on  foreign  countries,  the  exchaimes 

turn  in  our  favour,  discount  falls,  prices  rise,  importation  is 
encouraged. 

The  excess  of  English  material  imports  over  exports  indi- 
cates the  extent  of  the  claims  that  England  has  against  other 
countries  apart  from  exportation  of  material  commodities. 

QUESTIONS  AND  NOTES. 

1.  What  conclusions  as  to  the  state  of  British  trade  may  be  drawn 
irom  the  following  passage  : — 

“ The  value  of  our  imports  last  month  (Sept.)  showed  a decrease  of 

b p.c  upon  the  corresponding  total  a year  ago Exports  on  the  other 

hand  show  an  increase  of  nearly  5 p.c.”  ? (Cert.) 

2.  Is  it  tnie  that  England  is  being  impoverised  by  her  foreign  trade 

because  the  imports  largely  exceed  the  exports  in  value  ? Account  for 
the  excess  in  value  of  the  imports.  ) 
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i.  Why  do  we  consider  the  great  excess  of  our  imports  over  our  ex- 
po :ts  as  a satisfactory  feature  in  our  economic  position  ? {Cert.) 

t.  Indicate  concisely  the  chief  advantages  of  foreign  trade.  On  what 
pr  nciples  is  the  proportion  of  gain  accruing  to  each  trading  country 
de;ermined?  Apply  your  conclusions  to  the  division  of  gain  from 
in;  proved  methods  of  production  for  export.  {A.S.  of  Taxes.) 

).  British  exports  measured  in  money  have  fallen  during  the  past 
ye  ir,  while  values  of  imports  have  not  declined.  What  is  the  explana- 
tic  n ? Does  the  fact  imply  any  reduction  of  national  wealth,  of  trade, 
or  consumption  ? {B.I.,  Fin.) 

).  What  causes,  other  than  those  connected  with  the  balance  of 
ex  jorts  and  imports,  affect  the  course  of  the  Foreign  Exchanges  ? 

Explain  the  effect,  for  example,  of  the  payment  of  the  Franco- 
G(  rman  indemnity  upon  the  French,  German  and  English  exchanges. 

{B.I.,  Fin.) 

The  Franco-German  indemnity  was  largely  paid  by  the  transfer  to 
Ge  rmany  of  French  claims  on  England.  Germany  required  payment  of 
thi  ise  claims  in  gold,  wherewith  to  establish  her  new  gold  currency 
(xi  ii.,  4).  There  was,  therefore,  an  exchange  adverse  to  England,  an 
ou  flow  of  gold,  and  a very  high  rate  of  discount. 

' ’.  Show  that  employment  of  English  capital  in  foreign  countries  does 
no  necessarily  tend  to  diminish  the  demand  for  labour  at  home.  (Cert.) 

.in  English  capitalist  will  not  send  his  capital  for  investment  abroad 
un  ess  he  can  get  a much  higher  return  than  he  could  at  home.  Export 
of  capital,  therefore,  implies  relatively  low  interest  and  abundant 
cajiital  in  the  exporting  country.  The  foreign  investment  causes  an 
in(  reased  exportation  of  English  goods  followed  by  increased  importation. 
Tb  e field  of  emloyment  of  capital  is  enlarged,  productive  efficiency  is 
increased,  and  the  abundance  of  commodities,  which  constitute  the 
res  1 reward  of  labour,  is  also  increased. 
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DISTKIBUTION. 

CHAPTER  XIX. 

GENERAL  CONDITIONS. 

1.— Under  the  heads  of  Production,  Consumption,  and 
Exchange,  we  have  studied  the  functions  which  must  be  per- 
ormed  m order  that  wealth  may  be  produced  at  the  places 

^ ™ 1*1  1 by  consumers,  and 

the  machinery  by  which  such  production  is  effected.  We  have 

found  that  Production  involves  four  kinds  of  economic  activity, 
which  we  call  that  of  Labour,  Land,  Capital,  and  Enterprise 
respectively.  In  parts  of  our  discussion  we  have  spoken  of 
the  services  to  production  rendered  by  Things-Land  and 
Capital  But  economics,  being  the  study  of  “ human  conduct 
in  relation  to  wealth,  ’ is  concerned  primarily,  not  with  fields 
tools,  machinery,  &c.,  but  with  the  men  who^  own,  or  borrow’ 
or  use  such  things.  The  co-operation  in  production  of  Land’ 
Labour,  Capital,  and  Enterprise  necessarily  involves  the 
co-operation  of  Landowner,  Labourer,  Capitalist,  and  Em- 
ployer, and  It  IS  the  fact  that  these  characters  are  sustained 
for  the  most  part  by  different  men,  and  different  classes  of 

industrial  Ule,  that  gives  rise  to  the 
scientific  study  of  economic  questions. 

The  topic  that  we  now  have  to  discuss  is  the  terms  on 

Labourers,  Landowners, 

Capitalists,  and  Employers,  co-operate  in  Production. 

Ihe  question  IS  sometimes  put  thus:— How  is  the  wealth 

which  IS  produced,  distributed  or  shared  among  those  who 
have  contributed  to  its  production  ? If  we  adopt  this  form 
we  must  remember  that  those  who  contribute  to  the  produc- 
tion of  a particular  commodity  are  not  usually  remunerated 

commodity.  An  Englishman  may  spend 
his  life  filing  brass,  and  obtain  as  the  result  of  his  labour  a 
miscellaneous  assortment  of  necessaries,  comforts,  and 
luxuries  never  including  a piece  of  brass  that  he  has  himself 
filed.  But  if  we  regard  all  the  people  of  the  economic  world 
as  a whole  we  may  then  say  that  the  activity  of  each  con- 
tributes to  the  total  of  commodities  produced,  and  is  rewarded 
by  a share  of  such  total.  Refer  to  the  diagram,  iii.,  3. 

Exchange.— Developed  econo- 
mic societies  are  distinguished  from  less  advanced  communi- 
ties by  the  greater  proportion  of  goods  which  are  bought  and 
sold.  Among  primitive  peoples,  there  is  little  dealing.  Even 
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amc  ng  ourselves  there  is  an  enormous  mass  of  services  which 
are  oot  bought  and  sold,  but  are  consumed  by  the  producer 
himself,  or  are  rendered  from  motives  of  family  affection, 
friendship,  religion,  philanthropy,  &c.  There  is  also  a con- 
side  :able  quantity  of  material  goods  which  are  not  bought 
and  sold,  but  are  consumed  or  given  away  by  the  producer — 
garc  en  and  farmyard  produce,  home-made  clothes,  “ handy  ” 
coni  rivances,  home-prepared  food,  &c.  But  the  market  is 
coni  tantly  encroaching.  Christmas  puddings,  which  a few 
yeai  s ago  it  was  the  universal  custom  to  make  at  home,  are 
now  largely  produced  and  sold  by  confectioners. 

II  is  this  prevalence  of  Exchange  which  gives  rise  to  ques- 
tions of  Distribution. 

\Vhen  a man  consumes  his  own  produce,  turned  out  by  his 
own  land,  labour,  and  capital,  we  see  clearly  the  connection 
betv  een  industry  and  efficiency  on  the  one  hand,  and  quantity 
and  quality  of  goods  on  the  other.  The  intervention  of  the 
mar  let  makes  it  a matter  no  longer  of  sight,  but  of  inference, 
to  ti  ace  out  the  corresponding  relation.  A man’s  remunera- 
tion depends  on  the  value,  not  directly  on  the  quantity  or 
quality  of  his  contribution  to  production. 

Distribution  is  effected  by  a series  of  exchanges. 

T le  landowner  sells  the  use  of  his  land,  the  labourer  sells 
his  services,  the  capitalist  sells  the  use  of  his  money,  and 
the  miployer  is  remunerated  by  the  portion  of  the  price  of 
the  inished  commodity  which  remains  to  him  after  paying 
all  tae  other  expenses  of  production. 

ealth  may  be  exchanged  though  the  price  be  not  dis- 
tributed; ejj.,  a peasant-proprietor  who  sells  his  produce. 
On  1 he  other  hand,  wealth  which  is  not  exclianged  may  yet 
be  distributed  ; ejj.,  there  is  a division  of  the  actual  produce 
as  b itween  metayer  landlord  and  tenant. 

It  is  the  organisation  of  industry  which  has  made  necessary 
bott  exchange  and  distribution — exchange  because  producer 
and  consumer  are  different  persons ; distribution  because 
different  persons  (having  separate  legal  interests)  unite  in 
proc  uction. 

T le  diagram  given  in  hi.,  3,  therefore,  requires  to  be  modi- 
fied as  below  in  order  to  show  that  Wages,  Bent,  and  Interest 
are  ?rices. 

T lose  crossings  of  lines  which  indicate  an  exchange  are 
SUIT  jLinded  by  a circle  ; the  other  crossings  of  the  lines  do 
not  signify  anything. 
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3. — Theory  of  Value  applied  to  Agents  of 
Production. — Since  we  define  Rent,  Wages,  and  Interest 
as  Prices,  it  would  seem  that  they  must  follow  the  Laws 
of  Value.  But  the  Theory  of  Value,  in  its  full  form, 
applies  to  Commodities  which  are  produced  by  the  co-opera- 
tion of  Land,  Labour,  Capital,  and  Enterprise,  whose  produc- 
tion and  value  are  mutually  dependent,  and  which  come  into 
existence  for  no  other  purpose  than  to  be  put  upon  the  market. 
In  these  respects,  such  commodities  differ  from  the  agents  of 
production.  It  is  true  that  Land,  Labour,  and  Capital  have 
value,  and  therefore  are  commodities,  but,  unlike  other  com- 
modities, they  do  not  come  into  existence  primarily  for  the 
sake  of  what  they  will  fetch  by  way  of  exchange.  Their 
peculiarity  with  regard  to  determination  of  value  is  that  they 
have  no  Expense,  though  they  may  be  said  to  have  a Cost,  of 
Production. 

There  is  no  definite  outlay  that  a landowner  must  make  in 
order  to  offer  100  acres  on  lease,  or  that  a capitalist  must 
make  in  order  to  lend  £100,  or  that  a labourer  must  make  in 
•order  to  do  a day’s  work. 
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He  wever  small  the  return  may  be,  in  either  case,  the  pro- 
ducer cannot  say  he  has  made  a loss  on  the  transaction,  and 
must  therefore,  curtail  supply,  in  the  same  precise  way  in 
whic]  i the  producer  of  ordinary  commodities  may  do  so. 

It  s the  relation  between  expense  of  production  and  price 
whicli  guides  the  ordinary  producer  in  regulating  the  supply, 
and  thereby  value  of  his  commodity.  The  result  of  the 
abser]  ce  of  such  a guide  in  the  case  of  the  production  of  the 
agent?  of  production  themselves  is  that  as  to  these  we  are 
unabl  3 to  state  exact  general  laws  with  regard  to  supply. 

Th3  law  of  Demand  is  the  same  with  rirgard  to  Land, 
Labo  ir,  and  Capital,  as  with  regard  to  ordinary  commodities, 
and  t le  effect  of  Supply  on  value  is  the  same.  But  the  effect 
of  Pr  ce  on  Supply  is  not  direct  and  all-powerful,  as  it  is  in 
the  c:.se  of  other  commodities. 

4.--“ Commercial  ” and  “Industrial”  Compe- 
tition.— We  have  seen  th-et  the  supply  of  commodities  other 
than  :he  agents  of  production  is  regulated  by  the  relation, 
between  price  and  expense  of  production  (ix.,  11),  which  tend 
to  eqi  ality  under  the  influence  of  competition.  Competition 
of  thi,  kind  is  called  “ commercial,”  and  is  based  on  an  exact 
comp  irison.  A brickmaker  puts  down  in  figures  what  his 
brick;  cost  him,  he  adds  to  that  amount  whatever  he  may 
consider  a “ fair  ” profit,  and  compares  the  total  with  the 
price  he  may  expect  to  get  for  his  bricks  ; and  such  comparison 
is  his  guide  in  deciding  whether  to  make  more  or  fewer  bricks, 
or  no  le  at  all. 

It  3 a different  kind  of  competition,  called  “ industrial,” 
whicl  goes  on  between  the  agents  of  production  as  each 
endea  vours  to  secure  employment. 

Th  j result  of  such  competition  is  thus  stated  by  Adam  Smith 
(ir.  (,  !'  X.,  i.,  10)  : “ The  whole  of  the  advantages  and  disad- 
vantajjes  of  the  different  employments  of  labour  and  stock 
[capi  al]  must,  in  the  same  neighbourhood,  be  either  per- 
fectly equal  or  continually  tending  to  equality.  If,  in  the 
same  neighbourhood,  there  was  any  employment  evidently 
either  more  or  less  advantageous  than  the  rest,  so  many 
peopln  would  crowd  into  it  in  the  one  case,  and  so  many 
woulc:  desert  it  in  the  other,  that  its  advantages  would  soon 
returi  to  the  level  of  other  employments.  This  at  least 
would  be  the  case  in  a society  where  things  were  left  to  follow 
their  natural  course,  where  there  was  perfect  liberty,  and 
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where  every  man  was  perfectly  free  both  to  choose  what 
occupation  he  thought  proper,  and  to  change  it  as  often  as  he 
thought  proper.  Every  man’s  interest  would  prompt  him  to 
seek  the  advantageous,  and  to  shun  the  disadvantageous 
employment. 

“ Pecuniary  wages  and  profit,  indeed,  are  everywhere  in 
Europe  extremely  different,  according  to  the  different  em- 
ployments of  labour  and  stock.  But  this  difference  arises 
partly  from  certain  circumstances  in  the  employments  them- 
selves (xxiii.,  2),  which  either  really,  or  at  least  in  the  imagi- 
nations of  men,  make  up  for  a small  pecuniary  gain  in  some, 
and  counterbalance  a great  one  in  others  ; and  partly  from 
the  policy  of  Europe  [the  Mercantile  System  (ii.,  5)] , which 
nowhere  leaves  things  at  perfect  liberty.” 

The  same  notion  has  been  expressed  by  defining  the  Net 
Advantages  of  an  employment  as  the  sum  of  its  advantages 
minus  the  sum  of  its  disadvantages,  and  saying  that  the  net 
advantages  of  all  trades  tend  to  equality. 

“ Industrial  ” competition  differs  from  “commercial,”  in 
not  being  based  on  an  exact  comparison,  and  in  the  relative 
independence  of  price  and  supply.  Only  very  rough  estimates 
can  be  formed  as  to  the  respective  Net  Advantages  of  various 
occupations.  Beyond  certain  limits,  no  rise  of  price  could 
cause  an  increase  in  the  supply  of  land ; labourers  are  not 
brought  into  existence  for  the  sake  of  their  wages  ; capital  is 
saved  to  a large  extent  without  regard  to  the  rate  of  interest. 

5. — Functions  and  Persons. — The  various  functions 
necessary  to  Production  maybe  discharged  by  different  persons, 
or  a single  person  may  discharge  all  or  some  of  them. 

A peasant  proprietor,  for  instance,  is  the  owner  of  his  land, 
and  works  on  it  himself  with  his  own  capital.  He  represents 
in  his  own  person  the  functions  of  Land,  Labour,  Capital, 
and  Enterprise.  In  this  case  we  may  analyse  his  total 
returns,  and  say  that  the  equivalent  of  what  he  could  let  his 
land  for  represents  Rent,  the  equivalent  of  what  he  would 
have  to  pay  a man  to  do  his  work  represents  Wages,  the 
equivalent  of  what  he  would  have  to  pay  for  the  loan  of  the 
value  of  his  farming  stock,  &c.,  represents  Interest,  and  what- 
ever remains  over  is  Profit. 

G.—Differential  Gain. — If  (1)  commodities  produced 
with  the  same  expenses  of  production  are  sold  during  the 
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sa  lie  period  at  different  prices,  or  if  (2)  commodities  pro- 
duced with  varying  expenses  of  production  are  sold  during 
th  j same  period  at  the  same  price  ; the  siillers  will  not  all 
mi,ke  the  same  rate  of  profit,  but  there  will  be  “differential 
gans”  obtained  by  them.  We  may  dispose  briefly  of  the 
fir  it  case  above  mentioned  by  saying  that  examples  of  it  may 
eai  ily  be  found,  but  that  it  is  of  much  less  importance  than 
th(  second,  which  requires  careful  study. 

[t  must  be  remembered  that  we  now  speak  of  normal,  not 
mi  rket,  price.  The  latter  may  at  any  time  be  below  expenses 
of  production.  But  normal  price  being  that  towards  which 
mi  rket  prices  constantly  tend,  it  must  of  course  be  sufficient 
to  remunerate  the  producer  according  to  his  reasonable  ex- 
pei.tation.  This  implies  that  if  the  commodity  is  produced 
wi  h expenses  of  production  varying  as  between  different  pro- 
du;ers,  the  price  must  be  an  adequate  remuneration  to  that 
producer  whose  expense  of  production  is  the  highest,  for 
otherwise  such  producer  will  curtail  his  production. 

!t  follows  that  other  producers  will  make  “differential 
ga  ns,”  gains  over  and  above  the  lowest  which  would 
in(  uce  them  to  produce,  if  they  could  get  no  more.  Such 
ga  ns  will  in  the  first  instance,  of  course,  be  “profit.”  We 
ha  ,-e  to  inquire  whether  any  forces  will  come  into  play, 
ter  ding  to  divert  such  exceptional  gains  from  the  employer 
to  my  other  class  of  producer,  and  we  proceed  to  examine 
se\eral  cases,  varying  in  respect  of  the  seat  of  the  cause  of 
th(  exceptional  profit.  Such  cause  may  be  situated  either  in 
th(  Labour,  the  Land,  the  Capital,  or  the  Enterprise  of  the 
faA  oured  employer. 

1)  Exceptional  efficiency  of  Labour.  If  the  exceptionally 
efficient  labour  be  that  of  the  employer  himself,  whether  of 
orf  anisation  and  contrivance,  artistic  taste,  or  inventive  or 
peisuasive  power,  the  differential  gain  thence  arising  must 
remain  with  him,  except  in  so  far  as  other  gifted  men,  excited 
by  his  gains,  compete  with  him  and  lower  price  by  increasing 
suj'ply.  If  the  exceptionally  efficient  labour  be  that  of  hired 
assistants,  the  latter  will  be  able  to  obtain  more  or  less  of  the 
dif  erential  gains  thence  arising  by  way  of  bargaining  with 
the  employer.  Competing  employers  may  ofier  such  assistants, 
in  )rder  to  obtain  their  services,  more  or  less  of  the  differential 
gaias  which  they  hope  to  obtain  by  their  help.  Thus,  bargain- 
ing and  competition  will  tend  to  transfer  the  differential  gain  to 
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the  exceptionally  gifted  labourers  to  whose  services  it  is  due. 
But  here,  again,  an  influx  of  competitors  may  be  attracted, 
and  the  gain  reduced. 

(2)  Exceptional  efficiency  of  Land.  The  cause  of  differential 
gain  may  be  the  possession  of  a piece  of  land  of  peculiar 
fertility  or  richness  in  minerals  or  of  advantageous  position. 
Competing  employers  will  be  willing,  in  order  to  obtain 
possession  of  such  a piece  of  land,  to  offer  to  the  owner  of  the 
land,  in  the  form  of  rent  (in  the  ordinary  sense  of  the  word), 
a sum  which  will  tend  to  equal  the  estimated  value  of  the 
differential  gains  which  may  be  made  by  means  of  the  land. 
Thus  the  competition  of  employers  will  tend  to  hand  over  the 
differential  gain  to  the  landowner. 

(3)  Exceptional  efficiency  of  Capital,  The  cause  of  differen- 
tial gain  may  be  the  possession  of  some  specialised  Capital  of 
peculiar  efficiency;  e.y.,  a machine.  If  the  machine,  for  any 
reason,  cannot  be  duplicated,  the  case  resembles  the  second 
above  given,  and  the  owner  of  the  machine  can  absorb  the 
differential  gain.  But  if  other  machines  of  equal  efficiency 
can  be  made,  other  employers  will  be  willing  to  pay  the 
amount  of  the  differential  gain  in  order  to  hire  the  means  of 
obtaining  such  machines.  Hence,  in  the  first  place,  an  offer 
of  interest  for  the  loan  of  money  for  investment  in  such 
machines.  The  process  would  be  checked  by  the  consequent 
increase  of  output  and  lower  price.  But  on  the  whole, 
differential  gain  due  to  employment  of  capital  tends  to 
disappear  and  to  be  replaced  by  an  increased  demand  for 
loans,  and  corresponding  tendency  to  a rise  in  the  rate  of 
interest. 

(4)  Exceptional  efficiency  of  Enterprhe.  The  mere  fact  that 
an  employer  is  established  and  known  in  the  trade,  enables  him 
to  produce  at  a lower  expense  of  production  than  a new  man. 
He  can  dispense  with  advertisements,  etc.,  and  get  credit  more 
easily  and  cheaply.  The  risk  of  starting  a business  is  so  much 
greater  than  that  of  continuing  a paying  concern  that  “ good- 
will ” (the  probability  that  old  customers  will  continue  to  deal 
with  the  firm)  enables  large  differential  gains  to  be  made  and 
retained  by  the  employer.  This  is  in  fact  the  main  source  of 
Profit  pure  and  simple.  Of  the  many  who  have  or  might  ob- 
tain the  means,  and  have  the  necessary  knowledge  and  ability, 
few  are  willing  to  take  the  huge  risk  of  starting  a business.  Of 
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those  wh^  do  take  thie  risk,  some  fail.  Of  those  who  survive 
th  e initial  period  of  loss  and  struggle,  some  can  make  difieren- 
tiiil  gains.  Numbers  of  employers  in  most  trades  are  hovering 
01  the  brink  of  failure.  They  are  the  less  capable  or  fortu- 
nate, who  produce  at  the  highest  expense  of  production,  and 
mike  little  or  no  profit. 


CHAPTER  XX. 

RENT. 

1- — By  the  word  “rent”  we  shall  mean  simply  the  price 
actually  paid  for  the  use  of  “ land,”  understanding  by  “ land,” 
nc  t only  the  gifts  of  nature,  but  also  wealth  which  has  been 
pr  Dduced  by  human  industry,  and  so  incorporated  with  “land ” 
in  the  more  strict  economic  sense  as  to  follow  the  economic 
la  vs  relating  to  “ land,”  rather  than  those  relating  to 
“ liapital  ” (v.,  1 ; xx.,  10).  “Rent,”  or  “economic  rent,” 
is  often  used  by  economic  writers  in  the  sense  of  differential 
gain  due  to  exceptional  efficiency  of  land  (xix.,  6).  Such 
differential  gain,  as  we  have  seen,  does  tend,  under  competi- 
ticn,  to  be  handed  over  by  the  farmer  to  the  landlord;  but 
th}  reader  is  advised  to  sharply  distinguish  between  “ rent,” 
th } price  of  the  hire  of  land,  and  “differential  gain,”  whose 
esl  imated  value  chiefly  guides  the  competing  farmer  in  making 
an  offer  for  the  land. 

i!. — Ricardo’s  Theory  of  Rent. — The  Theory  of 
Rent  which  is  usually  stated  is,  in  brief,  that  the  Rent  of  a 
piece  of  agricultural  land  is,  or  is  detennincd  by,  the  differen- 
tia I gain  which  a farmer  might  make  by  its  cultivation.  This 
Tt  eory  is  usually  attributed  to  David  Ricardo,  though  it  was 
puj  forward  as  early  as  1777  in  James  Anderson’s  “ Enquiry 
into  the  Corn  Laws.”  Ricardo  illustrates  the  theory  thus  : — 
“ jin  uncultivated  tract  is  settled  by  a small  colony.  As  long 
as  there  is  an  excess  of  land  of  the  best  quality,  and  everyone 
mi  y take  possession  of  it  without  paying  anything  for  it,  no 
rei  t is  possible.  But  if  all  the  first-class  land  is  under 
cu.  tivation — land  which  perhaps  with  the  employment  of  a 
small  amount  of  capital  yields  five  quarters  an  acre  per  annum  ; 
an  I the  increasing  population  necessitates  the  cultivation  of 
lar  d of  the  second  class,  which  with  the  same  outlay  of 
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capital  yields  only  four  quarters  an  acre  per  annum,  there 
arises  a rent  of  one  quarter  an  acre  per  annum  for  land  of  the 
first  class.  At  the  price  [now  obtained]  four  quarters  [are] 
enough  to  cover  the  cost  of  production,  and  it  must  be  a 
matter  of  indifference  to  a new  comer  whether  he  obtains 
five  quarters  from  land  of  the  first-class  as  a farmer  and  pays 
out  one  quarter,  or  whether  he  harvests  four  quarters  from 
second-class  land  as  proprietor.” 

Briefly,  “ The  Economic  rent  of  a piece  of  land  is  found 
by  subtracting  from  the  value  of  its  annual  produce  an 
amount  sufficient  to  return  the  farmer’s  outlay  with  profits.” 

In  Ricardo’s  illustration,  given  above,  we  measure  the 
amount  which  is  “ sufficient  to  return  the  farmer’s  outlay 
with  profits,”  by  observing  the  yield  on  the  worst  land  under 
cultivation — the  “second-class”  land.  This  land,  it  is 
assumed,  pays  no  rent,  and  the  crop  just  repays  all  the  out- 
lay on  it.  The  first-class  land  is  cultivated  under  similar 
conditions,  and  at  an  equal  expense,  and  produces  a surplus 
of  one  quarter  per  annum,  which  is  called  rent. 

3.  — “ Margin  of  Cultivation  ” (Prof.  Fawcett)  is  the 
worst  soil  which  it  is  necessary  to  bring  under  cultivation  in 
order  to  satisfy  the  aggregate  demand  for  products  of  the  soil, 
at  a price  sufficient  to  cover  expenses  of  production  on  such 
soil.  In  Ricardo’s  illustration,  given  above,  the  “second- 
class  land  is  on  the  margin  of  cultivation.  As  the  demand 
for  agricultural  produce  increases,  inferior  qualities  of  land 
must  be  successively  resorted  to  in  order  to  satisfy  such 
demand.  The  worse  the  quality  of  land  brought  under  culti- 
vation, the  higher  will  be  the  expense  of  production,  and  the 
higher,  therefore,  will  be  the  price  of  agricultural  produce, 
and  the  greater  will  be  the  differential  gains  made  by  means 
of  the  superior  qualities  of  land.  As  the  price  of  agricultural 
produce  falls  or  rises,  so  will  rise  or  fall  the  margin  of  culti- 
vation. 

4.  — “Dose  of  Capital”  (James  Mill). — “Margin  of 
cultivation  ” refers  primarily  to  space — the  area  of  land  under 
cultivation,  extending  when  prices  rise,  contracting  when 
prices  fall.  But  it  may  be  used  in  another  sense — in  intensity, 
instead  of  extensity.  We  have  seen  (iii.,  4)  that  more  or  less 
Labour  and  Capital  may  be  applied  to  the  same  piece  of  land, 
and  we  have  noted  the  effects  of  varying  the  quantities  so 
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applied.  Successive  equal  increments  of  Labour  and  Capital 
so  applied  may  be  called  “ doses,”  and  the  law  of  diminishing 
return  may  then  be  expressed  by  saying  that  tbe  return  due 
to  each  successive  “ dose  ” tends  to  become  less. 

It  is  clear  that  if  the  price  of  the  product  rises,  more  doses 
may  be  profitably  employed.  We  must  here  note  and  avoid 
a possible  misconception.  When  we  say  that  the  Law  of 
Diminishing  Return  is  that  the  return  due  to  each  successive 
dose  tends  to  become  less,  we  are  speaking  of  quantity,  not 
value,  of  the  return.  It  may  well  happen,  therefore,  that  it 
will  pay  a farmer  to  apply  more  doses  of  capital  and  labour, 
though  be  do  so  under  conditions  of  diminishing  return.  True, 
he  gets  a smaller  quantity  of  produce  as  a return  to  the  later 
than  he  does  as  a return  to  the  earlier  doses,  but  inasmuch  as 
prices  have  risen,  he  is  recouped  for  his  outlay. 

The  last  dose  of  capital  which  it  pays  to  employ  may  be 
said  to  be  on  the  “ margin  ” of  employment. 

The  following  statement  of  the  law  of  Rent  may  now  be 
intelligible  ; — “ If  a farmer  applies  as  much  capital  to  his 
land  as  he  profitably  can,  his  rent  is  what  remains  after 
deducting  from  his  total  produce  the  rettirn  to  his  last  dose 
multiplied  by  the  number  of  doses  he  applies.” 

The  comprehension  of  this  theory  will  be  facilitated  by  the 
following  simple  diagram  : — 

5.— Diagrammatic  Representation  of  Theory 

of  Rent. 


Let  ah^  he,  cd,  &c.,  represent  successive  doses  of  capital  and 
abour,  and  let  ab'b  represent  the  return  to  ab,  b b'c'c  the 
*eturn  to  be,  &c. ; and  let  the  parallelogram  gid  represent  the 
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return  which  is  just  sufficient  to  remunerate  the  farmer  for 
one  dose.  Then  gk  will  be  the  last  dose,  for  the  return  to 
another  would  not  repay  it.  The  figure  iahh*  represents  the 
output  necessary  to  compensate  the  total  outlay,  the  figure 
ah'c'd'e'f'g'ldh  represents  the  actual  output,  and  the  excess 
of  the  iatter  over  the  former  represents  “ differential  gain,” 
which  competition  tends  to  transform  into  Rent. 

6. — “No-rent  Land.” — The  following  statement  of  the 
law  of  rent  requires  careful  consideration.  “ The  rent  of  a 
piece  of  land  is  the  excess  of  its  produce  over  the  produce  of 
an  adjacent  piece  of  land  which  is  cultivated  with  an  equal 
amount  of  capital,  and  which  would  not  be  cultivated  at  all  if 
rent  were  demanded  for  it.”  The  last  mentioned  land  is  on 
the  margin  of  cultivation. 

The  qualification  “ an  adjacent  piece  of  land  ” is  necessary, 
because  advantage  of  position  {e.g.,  proximity  to  market  or  to 
canals,  railways,  &c.)  has  the  same  effect  on  rent  as  greater 
fertility. 

If  by  “ rent,”  “ differential  gain  ” is  intended,  we  can  at 
once  assent  to  the  above  statement,  and  also  to  the  following  : 
“ We  may  lay  it  down  as  a principle  that  so  long  as  any  of  the 
land  of  a country  which  is  fit  for  cultivation,  and  not  withheld 
from  it  by  legal  or  other  fictitious  obstacles,  is  not  cultivated, 
the  worst  land  in  actual  cultivation  (in  point  of  fertility  and 
situation  together)  pays  no  rent.” 

But  we  cannot  assent  to  either  statement  if  it  is  intended 
that  landowners  ever  let  land  rent-free,  which  the  language 
of  many  text-books  would  seem  to  imply. 

We  can  no  more  assume  that  a landowner  will  allow  his 
land  to  be  employed  productively  for  nothing,  than  we  can 
assume  that  a man  will  lend  his  capital,  or  do  work,  or  un- 
dertake the  risks  of  trade,  for  nothing.  We  can  find  instances 
of  all  these  things : land  let  at  no  rent,  capital  lent  at  no  in- 
terest, work  done  at  no  wages,  business  carried  on  at  no  profit. 

But  in  every  such  case,  either — 

(1)  The  motive  is  non-economic,  such  as  charity  ; or 

(2)  The  result  is  unforeseen  and  undesired,  as  in  the  case 
of  business  failure  or  trade  disturbance  ; or 

(8)  The  condition  is  regarded  as  a means  either  to  other 
remunerative  employment  or  to  avoid  a positive  loss. 

So  that  wherever  we  find  services  rendered  to  production 
without  remuneration,  we  must  either  regard  them  as  dis- 
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turbances  to  economic  theory,  because  proceeding  from  non- 
economic motives,  or  else  we  must  regard  them  as  “ market  ” 
fluctuations,  not  “ normal  ” conditions. 

7.—“  Rent  does  not  enter  into  the  price  of 
agricultural  produce.”— We  are  now  in  a position  to 
examine  this  proposition,  which  is  usually  given  as  a deduc- 
tion from  the  Ricardian  rent  theory. 

The  argument  is  as  follows  : — 

(1)  All  produce  is  sold  at  the  same  price. 

(2)  The  price  must  remunerate  the  labour,  capital  and  en- 
terprise bestowed  on  the  worst  land  in  cultivation. 

(3)  The  worst  land  in  cultivation  pays  no  rent ; 

(4)  Therefore,  if  no  rent  at  all  were  paid  on  any  land,  prices 
would  be  no  lower  than  they  in  fact  are. 

Here,  again,  we  can  accept  the  statement,  if  by  “ rent  ” we 
may  understand  differential  gain,”  but  not  if  by  rent  we 
are  to  understand  “ the  remuneration  received  by  the  land- 
owning class  for  the  use  of  the  native  and  indestructible 
powers  of  the  soil  ” (F.  Walkek).  Writers  on  economics  do 
not  clearly  distinguish  between  these  two  things,  and  some- 
times seem  to  confuse  themselves  as  well  as  their  readers,  in 
consequence  of  using  the  word  “ rent  ” in  two  different  mean- 
ings. The  truth  underlying  the  proposition  in  question  is 
this— that  high  prices  of  agricultural  ]iroduce  are  the  cause, 
and  not  the  consequence,  of  high  rents  of  agricultural  land. 

— Rise  and  fall  of  Rents.  — It  may  appear  para- 
doxical, but  is  a fact,  that  improvements  in  the  art  of  agri- 
culture, or  in  milling,  or  in  the  means  of  transport,  may  have 
the  effect  of  reducing  rents.  In  the  beginning  of  the  18th 
century  the  counties  in  the  neighbourhood  of  London  peti- 
tioned Parliament  against  the  extension  of  turnpike  roads, 
which,  they  said,  was  causing  a decline  in  rents. 

Similarly,  agricultural  rents  have  declined  in  England 
generally,  and  lands  have  gone  out  of  cultivation,  during  the 
latter  part  of  the  19th  century,  in  consequence  of  improve- 
ments in  the  means  of  bringing  agricultural  produce  from 
foreign  countries. 

We  shall  have  no  difficulty  in  understanding  these  results 
if  we  remeinber  that  the  chief  ingredient  in  Rent  is  Differen- 
tial Gain  (xix.,  6),  and  that  Differential  Gains  increase  with 
the  fall,  and  decrease  with  the  rise,  of  the  Margin  of  Cultiva- 
tion (xx.,  3). 
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The  improvements  mentioned  above  tend  to  raise  the  mar- 
gin of  cultivation,  that  is,  to  permit  the  whole  supply  to  be 
raised  on  lands  of  high  fertility,  and  under  conditions  of 
maximum  efficiency.  Thus  lands  of  low  fertility  are  not  cul- 
tivated, and  the  law  of  Diminishing  Returns  does  not  exert  a 
great  influence,  and  the  difference  between  the  yield  of  the 
best  land  under  cultivation  and  that  of  the  worst,  which 
measures  Differential  Gain,  is  not  large.  Improvements  in 
transport  reduce  the  advantages  of  situation,  which  we  have 
seen  have  the  same  effect  on  Rent  as  greater  fertility. 

The  advance  of  civilisation  tends  to  raise  rents  in  the  fol- 
lowing ways  : — 

(1)  Growth  of  population  increases  the  demand  for  land 
and  its  products,  and  so  tends  to  lower  the  margin  of  cultiva- 
tion. 

(2)  Growth  of  wealth  tends  to  promote  the  use  of  better 
and  more  abundant  food  and  all  other  products. 

(3)  Growth  of  cities  and  manufactures  tends  to  utilise  land 
for  other  purposes  than  the  production  of  raw  materials  and 
food. 

9.  — Rent  of  Mines,  &c — The  peculiar  feature  in  these 
cases  is  that  the  property  which  is  hired  out  is  of  a “wasting” 
character.  The  rent  is  usually  calculated  on  a double  basis — 

(1)  An  agreed  rent  called  “dead  rent,”  determined  on 
much  the  same  principle  as  agricultural  rent ; together  with 

(2j  A “ royalty,”  i.e.,  an  agreed  sum  per  ton,  &c.,  of  ore, 
&c.,  gained. 

10.  — House-rent. — It  is  sometimes  said  that  in  the  rent 
of  houses  we  may  distinguish  two  elements  : — 

(1)  “ Rent,”  due  to  site  ; 

(2)  “ Interest,”  due  to  the  capital  expended  in  building. 

But  when  capital  has  once  been  “ sunk  ” in  land,  whether 

by  building,  or  in  any  other  way,  the  return  to  it  obeys  the 
law  of  Rent  rather  than  that  of  Interest.  The  capital  has 
become  “ specialised  ” (vi.,  3)  and  the  law  of  Interest  applies 
to  non-specialised  capital.  E.g.,  the  money  spent  in  drainage 
works  has  given  a return  of  25  to  70  p.c.  per  annum  in 
England  and  Belgium  (Roscher,  Principles,  ii.,  36  n.).  This  is 
very  different  from  what  is  regarded  as  the  rate  of  interest  in 
those  countries.  The  building  of  houses  may  be  regarded  as 
the  most  intensive  of  all  forms  of  cultivation  of  the  soil,  and 
that  which  is  the  most  firmly  fixed  to  it  (Roscher). 
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11- — Price  of  Land. — The  price  which  a piece  of  land 
will  fetch  depends  mainly  on  two  things : — 

(1)  The  rent  which  it  may  be  expected  to  yield. 

(2)  The  current  rate  of  interest. 

When  interest  is  at  4 p.c.,  a field  which  fetches  M a year 
rent  will  be  worth  about  £100  ; but  if  interest  should  fall  to 
2 p.c.,  the  field  would  be  worth  £200.  Thus,  price  of  land 
ind  rate  of  interest  vary  inversely.  iJut  in  England  the 
irice  of  land  has  sometimes  been  higher  than  the  above  rule 
vvould  give,  for  the  following  reasons  : — 

(1)  In  an  economically  progressive  society  the  rate  of 
nterest  is  likely  to  decline,  while  rents  are  likely  to  rise. 

(2)  The  ownership  of  land  has  an  intrinsic  attraction,  and 
t has  social  advantages,  in  addition  to  its  power  of  yielding 
in  income. 

12.—“  Unearned  Increment.”— We  have  seen  that 
he  progress  of  civilisation  tends  to  increase  the  demand 
lor  agricultural  produce.  Apart  from  improvements  in 
jnethods  of  cultivation  and  means  of  communication,  the 
larger  demand  can  be  supplied  only  at  a higher  expense  of 
]iroduction.  The  margin  of  cultivation  will-  fall  in  both 
( irections  : inferior  lands  will  be  brought  into  cultivation,  and 
iQore  capital  per  acre  than  formerly  will  be  profitably  em- 
]«loyed.  Hence,  increasing  differential  gains,  which  are 
transferred  to  Rent.  Lands  pay  rent  which  previously  were 
uncultivated,  and  previously  cultivated  lands  pay  higher 
rents.  Landlords,  of  course,  benefit  by  this  movement,  and 
their  increased  gain  has  been  called  an  “ unearned  increment.” 
It  has  been  argued  that  such  gain  is  not  due  to  any  exer- 
tion on  the  part  of  the  landowner,  and  that  the  State  might 
j-istly  and  advantageously  absorb  it  by  means  of  taxation. 
Hut  if  this  were  done  (and  there  are  practical  difficulties  in 
tUe  way  which  are  not  here  discussed),  there  would  be  no 
i iducement  for  landowners  to  make  the  so-called  (but  mis- 
c ailed)  “ unearned  increment.” 

The  Ricardian  rent  theory,  on  which  the  “ unearned  incre- 
1 lent  ” theory  is  based,  assumes  effective  and  unrestrained 
laroaining  and  competition  in  relation  to  the  hiring  and 
1 ‘tting  of  land.  Any  taxation  of  “unearned  increment” 
vould  tend  to  diminish  the  keenness  of  such  bargaining  and 
ompetition.  It  is  because  the  enhanced  rent  does  not  quite 
s.vallow  up  the  differential  gain  due  to  superior  fertility  and 
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situation  that  farmers  compete  for  the  better  land.  It  is 
because  the  landowner  hopes  to  get  and  to  keep  part  of  the 
differential  gain  that  be  bargains  with  farmers  for  the  best  rent, 
and  competes  with  other  landowners  to  get  the  best  tenants. 
If  the  landlord  were  to  be  deprived  by  the  State  of  any  incre- 
ment to  bis  rent,  why  should  he  endeavour  to  gain  any  ? 
And  what  would  be  the  consequence  of  his  not  making  any 
such  endeavour  ? This  question  leads  us  to  seek  what  is  the 
service  to  production  rendered  by  the  landowner  as  surlu 
It  is  his  economic  function  to  secure  that  the  most  advan- 
tageous lands  he  occupied  by  those  who  can  make  the  best  use 
of  them.  He  secures  the  most  effective  distribution  in  space 
of  the  agents  of  production.  And  it  is  from  this  point  of 
view  that  Schaftie  has  thus  generalised  the  notion  of  “ rent  ” : 
“ The  premium  paid  for  the  most  economic  course  taken  in 
the  interest  of  society  in  general.” 

We  may  judge  of  the  services  of  the  landlord  to  .society  by 
noting  that  it  has  been  estimated  that  on  average  land  in 
Saxony  ordinary  management  gave  per  acre  20  thalers  gross, 
7^  thalers  net  return;  with  greater  intelligence  and  large 
capital,  60  thalers  gross,  14  thalers  net  return.  Here  the 
farmer  might  prefer  the  lower  kind  of  cultivation,  but  com- 
petition would  drive  him  to  adopt  the  higher,  since  he  could 
thereby  pay  a higher  rent.  But  if  the  landlord  were  pre- 
vented by  the  State  from  benefiting  by  such  higher  rent,  he 
would  not  endeavour  to  obtain  it,  and  society  would  lose  the 
benefit  of  the  greater  gross  return. 

It  is  to  be  noted,  however,  that  the  perfect  bargaining  and 
competition  assumed  by  Ricardo  often  do  not  exist  (v.,  2). 

16. — Definitions. — Having  now  concluded  our  discussion 
of  Rent,  it  may  he  well  to  review  some  of  the  leading  terms 
that  have  been  employed,  limit  is  the  price  of  the '’hire  of 
land.  It  may  arise  as  soon  as  any  person  desires  to  occupy 
land  which  belongs  to  another.  In  newly-settled  countries, 
where  there  is  still  an  ample  supply  of  land  of  the  best 
quality  and  situation  unappropriated,  rent  will  usually  not  exist. 

Differential  (iains ; different  rates  of  profit  on  the  sale  of 
the  same  commodity  in  the  same  market  at  the  same  price, 
due  -to  different  degrees  of  efficiency  in  production.  Such 
gains  may  be  retained  by  Profits,  or  may  be  transferred  to 
Wages,  Interest,  or  Rent,  according  to  circumstances.  Their 
transfer  to  Rent  is  so  common  and  important,  that  the  term 
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DifeenlidGlin"."'®'’  synonymous  with 

“ I'conowic  Rent  ” is  sometimes  used  for  DilFerential  Gains 
somei  lines  for  that  part  of  Rent  which  is  due  to  Differential 

“ iiasi-Rent  ” : Differential  Gains  which  are  not  transferred 
to  lie  it. 

“ IroducerH'  Surplm  ” : Differential  Gains. 

QUESTIONS  AND  NOTES. 

1.  llhow  that  the  rent  of  land  is  regulated  by  the  excess  of  its  nro- 
duce  a .ove  that  which  would  be  produced  on  the  worst  land  in  cultWa- 
tion  wi.h  the  same  expenditure  of  labour  and  capital.  {Cert  \ 

L.  1 low  IS  the  rent  of  land  determined  ? Give  some  of  the  cauLs 
which  lave  depressed  English  agriculture  during  the  last  ten  years. 

3.  ( live  a short  but  clear  statement  of  Ricardo’s  doctrine  of  RenT’^ 

It  a corfutation  of  his  doctrine  that  rents  are  paid  for  uncX-able  land 
such  as  deer  forests,  grouse  moors,  &c,  ? (Cert ' ' 

qutinter®  ac- 

5.  “ The  rent  of  a^-icultural  land  does  not  enter  into  those  eSenLs 
of  pioduction  to  which  the  value  of  agricultural  produce  in  general  con- 

and  give  the  train  of  reasoning  by 
which  1 IS  maintained.  (Cen  ) 

6.  Slate  and  explain  Ricardo’s  theory  of  rent.  What  confirmation 

or  ref  lit  ition  has  been  given  to  this  theory  by  the  fall  in  agricultural 
rents  in  England  of  recent  years  ? ^ (Cert  1 

+ A interest  to  fall  as  society  advances  may  be  con- 

trasted vith  the  tendency  of  rents  to  rise.”  Criticise  this  statement. 

ooumry  rrr'‘ofol  a 

A 1?  1 • T • ii  t/ u?i») 

J.  Eiplain  and  examine  the  statement  that  “ rent  does  not  enter 
into  the  cost  of  production  ” ; with  special  reference  to  more  recent 
economic  speculation.  /jg  of  Tares) 

^ 10.  ''  V hat  do  you  understand  by  the  conception  of  the  uneL-'ned 
inci^me  it”?  How  far  is  it  theoretically  justified,  and  how  far  i^it 
appheab  e to  actual  facts?  U ,9  of  2’a J 

Onll;  u Economic  Rent.  State  and  classify  the  various  foms  of 
Quasi-R  mt ; and  show  the  importance  of  the  element  of  Time  in  reference 
to  the  dt  teimination  of  what  is,  or  is  not,  true  Economic  Rent. 

12.  I efine  Economic  Rent.  Briefly  indicate  the  exten.sion^given  ^bv 
modern  , :cononiists  to  the  Ricardian  use  of  the  term;  and  contrast  the 
practical  oi  political  consequences  of  the  modern  view  with  those  drawn 
by  Socia  ists  and  others  from  the  teaching  of  Ricardo.  (B  T FB,  \ 

18  S 3t  forth  Ricardo^  theory  of  rent,  and  state  the  conditions’ on 
which  il  holds  good.  To  what  other  economic  phenomena  has  this 

theory  b(  en  applied,  and  on  what  grounds?  Show  what  the  different 

cases  ha’  e in  common.  //>  r r.  , . ' 

(Ji.I.,  Prel.) 
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CHAPTER  XXL 

PROFIT. 

wWnTTrtfr^* I*”®  P”®®  commodity 

which  the  employer  retains  for  himself,  after  discharging  all 

other  expenses  of  poduction.  In  those  other  expenses  o 

production  we  must  include  rent  for  the  employer’s  ownTand 

aavZhZ  whether  of  superintendence  or  of 

any  other  kind  and  interest  on  his  own  capital,  if  used  in  the 

business  Proht,  as  a share  in  distribution,  is  the  remuLra- 

tion  of  Enterprise,  and  th§  hope  of  it  is  the  inducement  tn 

undertake  the  risk  which  is  inseparable  from  production. 

t IS  not  properly  to  be  described  as  Insurance.  The  object 

thaTnnT^^  h indemnity,  i.e.,  to  secure  merely 

that  no  loss  shall  be  incurred  from  a particular  cause  If  a 

man  insures  goods  worth  £100  agaiLt  fire,  and  they  are 

burnt,  and  he  receives  £100  insurance  money  he  ffets  an 

indemnity,  he  suffers  no  loss,  but  he  makes  no  profit  on  the 

transaction.  The  employer’s  profit  must  be  larger  than  would 

be  merely  sufficient  to  make  up  to  him  in  the  long  run  for 

he  losses  incurred  from  time  to  time.  If  it  did  no  more  than 

Ss  exerUons  » 


1 Inunction  of  the  Employer. — There  is  a 

dear  distinction  between  undertaking  the  risk  and  responsi- 
bility involved  in  all  business,  and  putting  forth  those  exer- 
tions of  mind  and  body  which  are  involved  in  directinc^  the 
operations  of  a business  organisation.  Both  functions°may 
be  but  are  not  necessarily,  discharged  by  the  same  person^ 
The  latter  may  be,  and  often  is,  paid  for  at  an  a-reed  rate' 
and  in  that  case  the  person  discharging  it  belonf?s  tn  thi 

the  Risk  of  business  that  marks  out  the  employer^and  is 
remunerated  by  profit.  There  can  be  no  such  thing  as  hirin  ' 
a man  to  take  the  ultimate  risk  of  business.  Whoever  does 

rmpbyei? 

m .expectation  of  profit  is  the  mainspring  of  modern 
industrial  activity  In  vain  are  Labourers  of  all  grades 
V hng  to  work,  and  Capitalists  and  Landowners  willfnc^  to 
end  their  money  and  their  land,  if  no  one  can  be  found  who 
IS  ready  to  guarantee  them  the  price  of  their  commodities, 
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himsslf  taking  the  risk  of  gain  or  loss  on  the  whole  under- 
takir  g. 

\\  3 have  seen  (xix.,  6)  that  the  bulk  of  Profit  consists  of  Dif- 
feren  tial  Gain.  This  element  also  largely  contributes  to  Wages  I 

of  bi  perintendence,  whether  they  be  earned  by  the  employer 
or  b}  a paid  manager.  The  more  complex  the  operations  of 
prodi  iction  become,  the  more  highly  and  delicately  organised 
is  th< ) economic  machinery  of  society,  the  rarer  becomes  the 
ability  to  manage  large  concerns  successfully,  and  the  greater  i 

the  c iflerential  gains  which  the  abler  business-managers  can 
secure.  . I 

W ien  in  one  individual  there  meet  differential  gains  due  I 

to  Enterprise  and  to  Personal  Ability,  the  total  income  usually 
callei  Profit  may  be  enormous.  These  great  gains,  however, 
are  n Dt  made  at  the  expense  of  the  Consumer,  nor  at  that  of 
^\  ag(  s or  Interest,  since,  ex  Injpothesi,  there  are  other  em- 
ploye :s  paying  the  same  Wages  and  Interest,  selling  at  the 
same  price,  and  making  no  more  than  the  normal”  or 
“ nat  iral  ” rate  of  profit. 

Th  3 jealousy,  therefore,  which  is  sometimes  exhibited  of 
the  ei  iployer's  gains  is  often  ill-founded.  As  Prof.  F.  Walker 
says:— “It  is  .solely  because  of  the  importance  of  the 
entie]  iieneur  function  that  the  employing  class  is  enabled  to 
realise  those  large  profits.  . . . The  true  controversy  is  not 
betwem  the  labourer  and  the  capitalist,  but  between  the 
labou  -er  and  his  employer,  to  whom  labourer  and  capitalist 
alike  ire  compelled  to  resort  for  the  opportunity  to  produce 
wealtli  and  to  derive  an  income.  . . . To  labourer  and  capitalist 
alike  le  guarantees  a reward  at  a fixed  rate,  taking  for  himself 
whatever  his  skill,  enterprise  and  good  fortune  shall  secure.” 

Rate  ot  Profit. — Just  as  differential  gain 
fails  t ) account  for  the  whole  of  rent,  so  it  fails  to  account  for 
the  vhole  of  profit.  After  putting  it  on  one  side,  there 
reniai  is  a “ normal  ” rate  of  profit,  such  that  if  less  be  realised 
an  employer  will  cease  to  produce. 

It  i.!  more  difficult  to  ascertain  actual  rates  of  profit  than 
to  as(  pertain  actual  rates  of  wages,  interest,  or  rent,  since 
profit  is  not  a price.  But  inasmuch  as  the  distinctive  function 
of  the  employer  IS  to  undertake  risk,  we  must  assume  that 
norm£l  profit  will  vary  from  trade  to  trade,  from  place  to 
place,  and  from  time  to  time,  as  risks  vary,  allowance  being 
made  for  variations  in  the  willingness  to  incur  risk.  In 
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undertaking  production  there  is  always  risk  of  losing  capital, 
and  usually  risk  of  losing  labour  as  well.  We  may  assume, 
therefore,  that,  other  things  being  equal,  normal  profit  will  be 
proportional  to  capital  risked  in  the  business. 

In  the  next  chapter  we  shall  see  reasons  for  concluding 
that  changes  in  rate  of  interest  usually  correspond  with 
changes  in  rate  of  normal  profit.  We,  therefore,  infer  from 
the  well-marked  tendency  of  rate  of  interest  to  fall  with 
economic  progress  that  there  is  also  a tendency  for  the  rate 
of  profit  to  fall  under  similar  circumstances.  And  this 
inference  is  confirmed  by  other  considerations. 

It  has  been  said  that  “ the  profits  on  equal  capitals  tend 
continually  to  equality  in  trades  which  involve  equal  risks, 
discomforts,  and  exertions;  and  which  require  equally  rare 
natural  abilities  and  an  equally  expensive  training.”  The 
references  to  “equal  capitals”  and  to  “natural  abilities” 
seem  to  show  that  “ profit  ’ is  used  to  include  Interest  and 
VVages  of  Superintendence  as  well  as  Profit  pure  and  simple. 

But  the  statement  may  be  accepted  as  applying  to  pure 
profit.  We  may  include  in  the  notion  of  “ risk,”  not  only 
the  probability  of  loss  of  capital,  but  also  that  of  loss  of  social 

in  engaging  in  trades  which  are  looked 

on  with  disfavour. 

Rent. — We  have  seen  that  differential 
gams  form  a great  part  of  profit.  It  has,  therefore,  been  said 
that  rent  enters  largely  into  profit,  or  that  there  is  a great 
analogy  between  profit  and  rent ; “ rent  ” being  used  in  the 
sense  of  “ differential  gain  ” (xx.,  18). 

5. --Other  Meanings  of  “ Profit.”  — The  word 

profit  ” IS  used  ambiguously.  F.  Walker  thus  defines  it 
‘‘  the  gain  made  by  sale  of  produce  or  manufactures,  after 
deducting  the  value  of  the  labour,  materials,  rent,  and  all 
expenses,  together  with  the  interest  of  the  capital  employed.” 
This  definition  agrees  with  ours,  if  in  the  labour  we  include 
that  of  the  employer  himself,  whether  of  mind  or  body,  and 
in  the  interest  and  rent  include  payments  for  capital  and  land 
belonging  to  him. 

A.  Marshall  says  that  in  the  revenue  of  the  employer  there 
are  three  elements — Interest,  Insurance,  Earnings.  Here, 
Insurance  is  the  element  which  we  call  profit,  but,  as  pointed 
out  above,  insurance  is  not  a proper  term  for  it.  Some 
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writors  havo  said  that  tho  profits  of  tho  oniployer  could  bo 
ai  lalysed  into  Interest  on  Capital  and  Wages  of  Superinten- 
ds nee.  This  ignores  profit  proper  altogether.  The  insufficiency 
01  the  analysis  is  seen  when  we  consider  the  fact  that  in  many 
CEses  an  employer  has  a manager  who  does  all  the  work 
and  earns  all  the  wages  of  superintendence.  The  employer 
h mself  may  know  nothing  of  the  business  and  do  nothing  in 
it  and  yet  derive  from  it  a handsome  revenue.  To  what  can 
^ 3 ascribe  such  revenue  ? Clearly  to  the  only  service  to  pro- 
di  tetion  which  such  an  employer  renders — viz.^  taking  the 
ri  ;k.  This  he  really  does,  for  if  the  business  should,  instead 
of  a profit,  make  a loss,  the  whole  of  that  loss  will  fall  on  him. 

^^*y*dends.”— -The  exact  nature  of  profit  may  be 
se  3n  by  considering  the  distribution  of  the  takings  of  a trading 
CO  npany.  In  the  first  place,  all  expenses  of  production  have 
to  be  met— rent  of  land  occupied,  wages  of  labour  employed, 
in  iluding  salaries  of  directors  and  managers,  and  interest  on 
borrowed  money.  The  residue,  called  “ dividends,”  is  divided 
among  the  shareholders  in  agreed  proportions.  This  is  pure 
profit.  The  shareholders  take  it,  not  as  remuneration  for  loan 
of  land  or  money,  nor  for  services  rendered,  but  because  it  is 
theirs,  the  economic  fruit  and  increase  of  their  own  property, 

th.it  the  hope  of  which  induced  them  to  risk  their  money  in 
th(  concern. 

There  is  a popular  confusion  of  dividends  with  interest. 
Tley  are  usually  declared  at  so  much  per  cent.,  and  interest 
IS  agreed  in  the  same  terms;  a man  who  has  disposable 

* * *1  T ^ invest  in  the  hope  of 

dividends,  or  to  lend  at  interest:  and  the  price  of  dividend- 
bei  ring  securities  is  related  to  the  rate  of  interest  (very  much 
as  the  price  of  land  is— xx.,  11). 

The  difterences,  however,  are  fundamental.  Interest  is  a 
pri  3e,  dividends  are  not.  Interest  is  due  by  contract,  dividends 
are  not.  The  lender  has  a legal  right  to  the  return  of  his 
principal  at  the  agreed  time.  The  investor  or  employer  risks 
his  capital,  and  has  no  legal  right  to  the  return  of  any  part 
of  it,  independent  of  the  success  of  the  enterprise. 

QUESTIONS  AND  NOTES. 

1.  Of  what  elements  is  Profit  composed  ? To  which  of  these  do  you 
ascr  be  the  chief  effect  in  causing  differences  in  tlie  rate  of  profit  in 
dine  rent  industries  ? Explain  the  phrase,  “ natural  rate  of  profit.” 

(Cert.) 
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The  analysis  which  we  adopt  shows  that  profit  consists  of  a ” normal  ” 
gam,  sufficient  to  induce  the  employer  to  assume  the  risks  of  business 
plm  (in  many  cases)  “ differential  gain,”  due  to  special  circumstances. 
Other  analyses  are  given  at  xxi.,  5.  ” Normal  ” or  ” natural  ” profit  will 

vary  from  industry  to  industry  as  risk,  etc.,  vary  (xxi.,  3). 

2.  Define  the  term  profits  ; point  out  the  elements’ of  which  it  is  com- 

posed, and  thence  show  that  at  the  same  time  there  may  be  different 
rates  of  profit  (n)  in  different  industries  in  the  same  country,  (h)  in  the 
same  industry  in  different  countries.  (Cert  ) 

3.  State  as  precisely  as  you  can  the  economical  meaning  of  the  term 

Froht.  How  does  the  possession  of  a patent  affect  the  rate  of  profit  in  a 
particular  industry,  e.f/.,  the  manufacture  of  bicycles  ? (Cert  ) 

.^'^"^onopoly  (xii.,  3).  In  that  case,  profit  does  not 
follow  the  laws  which  are  based  on  the  assumption  of  competition.  The 
monopolists  high  profits  resemble  differential  gains  in  that  they  are 
higher  than  ” normal,”  but  they  differ  in  that  differential  gains  are  due 
to  superior  productive  efficiency,  whereas  monopoly  gains  are  due  to 

f'  The  i-ate  of  interest  depends  upon  the  rate  of  profits,  but  the 
rate  of  profits  does  not  depend  upon  the  rate  of  interest.”  Examine  and 
discuss  this  statement  of  Mill.  (n.I.,P,eL) 

5.  Employers’  profits  have  been  treated  by  different  writers  as  analo- 
pus  to  Interest,  M ages,  and  Eent  respectively.  What  do  you  consider 
to  be  their  true  economic  character?  Discuss  the  assertion  that  the 

foitune  accumulated  by  a successful  entrepreneur  has  cost  his  country 
notning,  I ) 

A ^^^D'^ssertion,  of  course,  should  be  confined  to  ” differential  glin 

As  to  that,  since  the  price  of  the  product  sold  by  the  employer  would 

ha\e  been  no  lower  had  it  not  been  obtained,  consumers  (who  are  referred 
to  as  ” his  country  ”)  have  not  suffered.  ^ areieieiiea 

of  stock  are  altogether  different,  and  are  regulated  by 
M A*  principles  from  the  wages  of  the  labour,  inspection  and 
diiect  on-  (Ao.am  S.mith).  “ The  three  parts  into  which  profit  may  be 
considered  as  resolving  itself,  may  be  described  respectively  as  interest 
nsurance,  and  wages  of  superintendence  ” (J.  S.  Mill  . “ Profits  are  of 

t^he  same  genus  as  rent  ” i F.  A.  W.alker).  Can  these  different  definitions 

themw  ^ they  throw  on  fa)  the  history  of  economic 

tti^iy , (h)  changes  m the  organisation  of  industry  ? (■{  S of  Taxes  \ 

anil^if aocumcv  of  economic 
analysis.  And  this  has  been  made  possible  by  the  increasing  specialisa- 

r,  '"“f time 

It  was  usual  for  employers  to  themselves  work  in  their  business  with 

oiwIi-Plv  modern  development  for  business  to  be  c’arried 

to  shm-nK  ? capital.  Hence,  economic  theory  has  been  led 

and  the 

inhnev'  ioial  stock  enlerijtise  (xxi.,  li)  was  in  its 

distinction  between  the 

employing  function  and  the  “ managing  ” function. 

” DffierentH  generalised  into  the  theory  of 

iffeiential  Gain,  which  is  seen  to  be  an  element  not  only  in  Rent 

pioper,  but  also  in  Wages,  especially  of  Superintendence,  and  in  Profit 
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7.  How  far  is  it  correct  to  represent  profits  and  wages  as  tending  to 
ar  equality  in  different  occupations  ? What  are  the  main  circumstances 
wJ  ich  may  occasion  (a)  temporary,  (b)  permanent  differences  in  the 
wf  ges  and  profits  of  different  occupations  ? (A.S.  of  Taxes.) 

i.  What  is  precisely  meant  by  the  statement  that  “ wages  and  profits 
tei  d to  an  equality  in  different  occupations  ” ? -With  what  limitations 
IS  .he  statement  theoretically  accurate,  and  verified  in  actual  fact  ? 

, , (A.S.  of  Taxes.) 

I.  Into  what  elements  may  gross  profit  be  analysed  ? Show  the  im- 
po  -tance  of  a correct  analysis  for  («)  the  theory  of  equality  of  profits  ; 
{())  the  doctrine  of  the  tendency  of  profits  to  a minimum  ; (c)  the  taxa- 
tio  I of  profits.  {.TS.  of  Taxes.) 


CHAPTER  XXII. 

INTEREST. 

— Interest  is  the  price  paid  for  the  temporary  control  of 
ca])ital  in  general.  If  any  particular  form  of  capital  is 
bo  ‘rowed,  e.;/.,  a machine,  we  call  the  payment  for  its  use, 
no,  “interest,”  but  “ hire  ” or  “rent.”  And  since  the  cen- 
tre I of  “ capital  in  general  ” is  to  be  obtainc3d  most  easily,  by 
means  of  money,  and  practically  in  no  other  way,  there  is  no 
gre  at  error  in  saying  that  interest  is  a payment  for  the  loan 
of  iToney,  using  “ money  ” in  a wide  sense,  i.e.,  for  purchasing 
power  in  general,  and  not  confining  it  to  legal  tender. 

I!.— Gross  and  Net  Interest.— The  rates  of  interest 
actually  paid  at  the  same  time  in  the  same  jilace  vary  within 
veiy  wide  limits.  The  Bank  of  England  is  usually  debtor  in 
resoect  of  some  £40,000,000,  which  is  lent  to  it  free  of  interest. 
At  the  same  time  loans  are  being  made  in  London  at  all  rates, 
fro  n sometimes  less  than  1 p.c.  up  to  60  p.c.  and  more. 

AS  to  the  upper  limit,  it  may  be  said  that  perhaps  no  rate 
mrch  over  10  p.c.  is  paid  for  money  regularly  employed  in 
bin  iness.  Higher  rates  indicate  sheer  recklessness,  or  desperate 
eftc  rts  to  avoid  impending  ruin,  and  may  conveniently  be 
ref(  rred  to  “ usury  ” as  distinguished  from  “ interest.” 

If  we  can  find  cases  where  money  is  lent  purely  for  the 
sak'3  of  the  interest,  and  where  lenders  consider  that  there  is 
pra3tically  no  risk  of  losing  their  money,  we  may  regard  the 
rat(  ' paid  as  “ net  ” interest.  Such  rate  is  considered  to  be 
ind  cated  by  the  rate  of  return  to  money  imested  in  Consols. 
Thus,  when  the  2f  Per  Cents,  stand  at  par,  i.e.,  £100  is  the 
prke  of  an  annuity  of  £2  L5s.  Od.,  Net  Interest  is  said  to  be 
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p.c. ; and  if  the  price  of  the  stock  goes  up  or  down.  Net 
Interest  is  considered  to  vary  in  inverse  proportion  (xvi.,  6). 

"Where  there  is  risk  of  losing  the  capital  advanced,  the 
lender  wdll  charge  a higher  rate  by  way  of  insuring  against 
such  risk.  Another  mode  of  insuring  against  this  risk  is  by 
lending  for  a short  period  (xv.,  3).  “ One  of  the  chief 

symptoms  of  an  impending  commercial  crisis  is  a rapid  suc- 
cession of  forced  sales  at  a loss  by  those  who  have  been 
trading  with  capital  borrowed  for  short  periods;”  in  conse- 
quence of  the  calling  in  of  the  loans. 

The  lender  must  also  be  remunerated  by  the  interest  for 
any  trouble  there  n)ay  be  involved  in  making  the  advance. 

The  difference,  therefore,  between  Gross  and  'Net  Interest 
is  accounted  for  by — 

(1)  Insurance  against  Risk  ; 

(2)  Remuneration  for  Labour  of  Management. 

3.  — Interest  and  Profit.— We  have  seen  that  profit 
is  the  employer’s  remuneration  for  risking  his  capital,  and 
that  it.  therefore,  bears  some  proportion  to  that  capital. 
When  an  employer  obtains  the  control  of  capital  which  is  not 
his  own,  he  may  be  willing  to  hand  over  to  the  owner  the 
whole  of  the  increased  profit  due  to  the  increase  of  capital. 
Such  an  arrangement  would  usually  be  a partnership,  but 
might  be  a mere  loan.  The  more  convenient  and  usual  form 
is  for  the  borrower  to  pay  the  lender  an  agreed  percentage  on 
the  amount  of  the  loan  for  the  use  of  it.  The  borrower,  on 
his  side,  hopes  that  the  percentage  will  not  swallow  up  the 
whole  of  the  increase  of  profit  due  to  the  increase  of  his 
capital.  The  lender,  on  his  part,  is  willing  to  take  less  than 
wBat  would  be  a full  partnership  share,  in  consideration  of 
running  less  than  the  full  partnership  risk.  He  has  the 
security  of  the  borrower's  personal  liability  to  repay,  whatever 
the  result  of  the  enterprise.  Hence,  the  lender  runs  less  risk 
than  the  employer,  and,  therefore,  the  rate  of  interest  is 
necessarily  lower  than  the  rate  of  profit.  But  the  two  tend 
to  equality,  making  allowance  for  difference  of  risk.  The 
distinction,  therefore,  between  interest  and  profit  is  that  the 
former  is  due  in  consequence  of  a bargain,  and  at  an  agreed 
rate,  and  is  therefore  a price,  while  the  latter  is  not  due  in 
pursuance  of  any  bargain,  and  is  therefore  not  a price. 

4.  — Abstinence  and  Waiting. — Since  capital  is  the 
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result  of  saving  (xvi.,  6),  interest  is  sometimes  said  to  be  tho 
reward  of  abstinence  ; and  since  capital  enables  production  to 
b.'  carried  on  by  processes  which  give  a large  product,  but 
require  a long  time  for  their  operation,  interest  has  been 
Cc  lied  the  reward  of  waiting.  Abstinence  and  waitinof  are- 
tte  cost  of  production  of  capital.  ° 

Supply  of  Capital. — As  foresight,  prudence,  desire 
fcr  comfort  and  leisure,  and  ambition  of  various  kinds,  in- 
crease, the  habit  of  saving  also  increases.  Unless  economic 
di  velopment  is  well  advanced,  saving  takes  the  form  of 
hoarding.  Even  at  the  end  of  the  17th  century,  in  England, 
oi  l-fashioned  people  still  kept  their  savings  in  strong  boxes 
in  their  own  homes.  Pope’s  father  did  so  years  after  the 
fo  indation  of  the  Bank  of  England. 

The  practice  of  hoarding  usually  indicates  a low  degree  of 
se3urity  against  either  external  or  domestic  enemies.  Where 
thsre  is  a feeling  of  security,  men  are  glad  to  entrust  the 
keeping  of  their  hoards  to  others,  and  to  pay  them  for  the 
se  vice.  The  Bank  of  Amsterdam  (xv.,  had  large  deposits, 
ai.  d made  a charge  for  keeping  them.  Where  money  is  not 
used  as  a store  of  value,  hoards  are  kej)t  in  kind,  as  in 
th3  parable:  -‘The  ground  of  a certain  rich  man  brouf^ht 
fo  -th  plentifully  . . . And  he  said  ...  I will  pull  down  my 
bains,  and  build  greater;  and  there  will  I bestow  all  my 
fn  its  and  my  goods.  And  I will  say  to  my  soul,  Soul,  thou 
hast  much  goods  laid  up  for  many  years;  take  thine  ease, 
ea' , drink,  and  be  merry.” 

Stores  of  \vealth  will  thus  come  into  existence  quite  inde- 
pendently of  any  demand  for  their  aid  in  production,  and 
wi  hout  such  demand  no  interest  is  obtainable  for  loans, 

though  “ usury  ” may  be  practised  at  the  expense  of  spend- 
thiifts.  ^ 

But  an  economic  demand  for  loans  may  spring  up.  Em- 
plcyers  discover  that  by  obtaining  the  control  of  capital  they 
Ctii  enlaige  their  undertakings,  and  thus  earn  greater  wages 
of  uiperintendence,  and  make  greater  profit.  If  they  cannot 
get  capital  on  lower  terms,  they  will  be  willing  to  offer  for  it 
almost  the  wdiole  of  the  increased  gains  due  to  the  increase  of 
, capital.  When  producers  thus  come  into  the  held,  competing 
> wita  each  other  for  loans,  a further  supply  will  be  forthcoming 
|fro;n  persons  who  possess  wealth,  and  desire  to  derive  an 
inomefrom  it,  without  having  the  opportunity  or  inclina- 
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tion  to  employ  it  productively  themselves.  Lastly,  the  organi- 
sation of  banking  economises  money,  and  gives  the  power  of 
making  loans  on  competitive  terms  to  regular  dealers  in  that 

commodity. 

6.— Demand  for  Capital.— The  demand  for  cap>ital 
depends  on — 

A.  The  field  for  investment,  which  varies  with 

(1)  The  density  of  the  population. 

(2)  The  natural  resources  of  the  country. 

(3)  The  stage  of  industrial  and  general  development. _ 

Up  to  the  end  of  the  17th  century  there  was  but  little 

accumulation  of  capital  in  England.  Saving  was  encouraged 
by  the  improvements  in  banking  and  currency  of  >>  illiam  iii.  s 
time  (xiv.,  9 ; xv.,  6),  but  profitable  employment  for  money 
w’as  slow'  in  presenting  itself.  In  the  absence  of  legitimate 
enterprise,  the  South  Sea  Bubble  of  1720  made  away  with 
some  accumulated  w’ealth,  and  then  ensued  a “ 
capital,  bringing  down  interest,  about  the  middle  of  the  18th 
century,  below  3 p.c.  During  the  rest  of  the  century,  savings 
w'ere  unproductively  consumed  in  warfare,  and  interest  rose 
to  over  6 p.c.  But  before  the  wars  were  finished  there  had 
begun  the  great  series  of  inventions,  and  the  “ industrial 
resolution,”  which  have  given  employment  to  ever-growing 

additions  to  capital. 

B.  The  price  of  capital. 

7.— Rate  of  Interest.— In  studying  the  vahie  of  loans 
(or  value  of  money,  as  it  is  sometimes  called— x.,  7)  we  must 
distinguish  between  the  demand  for  money,  which  is  con- 
stituted by  the  offer  of  commodities  for  sale,  and  the  demand 

for  loans  of  which  w'e  are  now'  speaking. 

The  exchange-value  of  money  is  measured  by  the  general 
level  of  prices.  Here  we  are  speaking  of  the  hire-value  of 
“ capital  in  general,”  which  is  measured  by  the  rate  of  interest. 
The  two  are  not  directly  connected.  Given  a certain  level  of 
prices  and  a certain  rate  of  interest : if  prices  suddenly  double, 
then  we  need  double  as  much  money  as  before  in  order  to 
obtain  control  of  the  same  quantity  of  “capital  in  genera  , 
but  the  produce  of  that  amount  of  capital  will  fetch  «o^^ble 
as  much  money  as  previously.  Hence  the  rate  of  profit  will 

not  be  affected,  nor  will  that  of  interest. 

Since  interest  is  a price,  we  may  say  that  the  normal  rate  ^ 


POLITICAL  ECONOMY. 


\ 


156 


of  ii  terest  is  that  price  of  loans  at  which  the  supply  is  equal 
to  tlie  demand. 

Il  the  case  of  capital,  as  in  that  of  the  other  agents  of  pro- 
duction, there  is  no  expense  of  production,  though  there  may 
be  said  to  be  a cost  of  production  (xix.,  8).  The  supply, 
toerifore,^  is  largely  independent  of  the  rate  of  interest. 
Peo])le  will  save,  and  even  lend,  though  they  can  get  no 
inte  'est.  But  there  is  the  same  relation  between  rate  of 
intei  est  and  demand  for  capital  as  in  other  cases  of  value. 

L )w  rates  of  interest  encourage  rotten  inv^estments.  It 
has  3een  said  that  there  would  be  no  limits  to  commercial 
foll}^  if  interest  were  zero.  On  the  other  hand,  high  interest, 
as  we  have  seen,  means  high  risk. 

P 'ofit  seems  to  be  the  real  regulator  of  interest.  To  a large 
exte  it,  loan  and  investment  are  alternative  modes  of  pro- 
duct ve  employment  of  wealth.  A man  will  deposit  money 
in  a bank  at  interest  (loan),  or  he  will  buy  shares  (invest- 
ment) according  as  he  judges  that  the  one  or  the  other  offers 
the  l)est  return,  allowance  made  for  difference  of  risk.  The 
rate  of  profit,  we  have  seen,  depends  on  the  degree  of  risk. 
On  (he  whole,  economic  risk  tends  to  diminish  with  economic 
adva  nee,  and,  hence,  in  an  economically  progressive  society, 
ther.!  is  a tendency  for  profits  and  interest  to  fall. 
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8 —Usury.— Up  to  comparatively  recent  time<^in  England 
thert)  existed,  and  in  some  parts  of  the  world  there  even  yet 
exist  b,|the  opinion  that  the  taking  of  a price  for  the  loan  of 
moniy  is  irreligious,  or  immoral,  or  opposed  to  the  true 
Melf. ire  of  society.  The  reasons  given  for  the  opinion  seem 
biza  Te.  The  taking  of  interest  by  Israelite  from  Israelite 
was  [orbidden.  But  as  interest  might  lawfully  be  taken  from 
strar  gers,  the  ground  of  the  prohibition  would  seem  to  have 
been  peculiar  to  the  Hebrews. 

Aiistotle  suggested  that  as  gold  and  silver  do  not  bring 
foitl  fruit  after  their  kind,  in  the  manner  of  plants  and 
anin  als,  the  paying  of  interest  is  contrary  to  the  nature  of 
things.  Shakspere  refers  to  this  argument  when  Antonio 
asks  Shylock,  “ Is  your  gold  and  silver,  ewes  and  rams  ? ” 

II  irdly  more  serious  than  these  arguments  are  the  allega- 
tions that  it  is  wrong  to  share  in  the  profit  of  business,  °by 
takii  g interest,  without  sharing  also  in  the  risk  by  becoming 
a pa  tner  ; or  that  the  payment  of  interest  permits  idleness; 
or  that  the  lending  of  money  for  unproductive  consumption 
pern  its  extravagance  and  leads  to  ruin. 
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The  true  reason  of  the  antagonism  to  lending  at  interest 
seems  to  be  that  “in  certain  states  of  industrial  society,  the 
lending  classes  have  so  great  an  advantage  over  the  borrowing 
class,  which,  in  such  states  of  society,  consists  generally  of 
distressed  persons,  as  practically  to  place  an  individual 
borrower  completely  at  the  mercy  of  the  usurer,  who  is  able 
to  exact  a rate  of  interest  which  is  not  only  irrespective  of  the 
economic  service  rendered  through  the  loan,  but  soon  becomes 

destructive  of  the  borrower’s  credit  and  financial  intemltv  ” 
(F.  Walker).  ° 

Iso  such  objection  applies  where  the  borrowing  is  for  the 

purposes  of  business,  and,  therefore,  as  the  modern  period  of 

economic  history  developed,  the  objection  to  interest  faded 
away. 

In  his  “ Defence  of  Usury,”  Bentham  gave  the  coup  de  (pace 
to  the  theory  of  restriction  of  interest,  but  such  restrictions 
were  not  removed  until  1854  (xv.,  1). 

The  real  distinction  between  objectionable  and  unobjection- 
able lending  seems  to  lie  in  the  object  of  the  loan.  If  it 
IS  for  business  purposes,  and  conducted  on  business  principles 
there  is  no  reason  why  the  parties  should  not  fix  the  terms 
of  their  bargain  themselves.  But  when  money  is  borrowed 
under  the  spur  of  want  or  prodigality,  and  not  on  business 
principles,  the  borrower  is  apt  to  ofler  terms  which  he  has  no 
reasonable  expectation  of  being  able  to  comply  with  and 
suffering  and  discontent  inevitably  follow.  It  is  doubtful 
however,  whether  the  law  can  do  any  good  directly  by  inter- 
fering between  would-be  borrower  and  lender.  “ L sury  laws  ” 

can  be  evaded  in  many  ways,  and  the  cost  of  the  evasion 
tails  on  borrowers. 

The  “ Money-lenders  Act,  1900,”  compels  persons  who 
carry  on  business  as  money-lenders  (not  including  bankers 
or  insurance  and  building,  &c.,  societies)  to  be  re"istered' 
and  authorises  law-courts  to  set  aside  harsh  and  unconscion- 
able money-lending  bargains. 

QUESTIONS  AND  NOTES. 

as  NeUmerist 

2.  What  determines  the  Rate  of  Interest  in  a country?  Whv  ha^ 

months  English  money  market  for^some 

3.  What  considerations  should  be  chiefly  borne  in  mind  in  thi^nvelt- 
ment  of  small  savings  ? Give  examples  from  History  of  the  folly  of  an 
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ignoran  public  attempting  to  combine  a high  rate  of  interest  with  safety 
of  capit  bl.  {Cert.) 

4.  Eiscuss  the  advisability  or  practicability  of  limiting  by  legislation 
the  rate  of  interest  charged  by  money-lenders.  {L.C.G.,  Jun.) 


CHAPTER  XXIII. 

WAGES. 

1,  — Wages  is  the  price  paid  by  the  employer  for  the  labour 
which  is  necessary  to  Production.  We  may  speak  either  of 
buying  labour  or  services,  or  of  hiring  human  beings  for 
certain  definite  purposes.  The  employer  may  himself  work 
in  his  business,  and  in  that  case  his  own  labour  is  not 
exchanged.  But  he  could,  if  he  desired  to  do  so,  hire  a 
managar  to  do  the  work  that  he  in  fact  does,  and,  therefore, 
we  ma)?  say  that  out  of  his  total  gains  from  his  business,  a 
sum  ec  uivalent  to  the  salary  which  such  a manager  could 
comm?  nd,  is  re?illy  a quasi-wage.  When  we  speak,  however, 
of  the  vvage-earning  class,  we  generally  refer  to  the  fourth  of 
the  classes  of  labourers  given  by  F.  Walker  (iv.,  6). 

Wag  es  is  the  most  important  and  the  most  difficult  topic 
in  eco  ioniics.  In  England,  at  least,  wage-earners  are  the 
most  numerous  class  of  the  community,  and  in  the  majority 
of  cases  they  have  no  other  substantial  source  of  income  than 
their  \\  ages.  The  “ wages  question,”  therefore,  relates  directly 
to  the  material  welfare  of  the  greater  number  of  our  neigh- 
bours, and  we  shall  find,  on  investigation,  that  it  is  of  all 
economic  problems  the  one  that  least  easily  lends  itself  to  exact 
treatmmt,  since  it  is  the  one  that  is  most  largely  controlled 
by  nor  -economic  motives. 

We  jhall  commence  by  taking  note  of  certain  distinctions 
and  suosidiary  considerations  which  will  help  to  make  our 
notion,!  more  distinct,  and  then  we  shall  briefly  review  the 
theories  of  wages  which  have  been  put  forward  during  the 
progress  of  economic  science. 

2. — Nominal  and  Real  Wages. — In  comparing  the 
respective  attractiveness  of  two  employments,  it  is  not  enough 
to  look  merely  at  their  respective  money- wages.  These  are 
called  ‘ nominal  ” wages,  while  real  wages  is  the  total  amount 
of  objects  of  desire  which  the  labourer  can  ultimately  obtain 
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as  the  remuneration  of  his  services.  In  estimating  real  wages, 
the  following  circumstances  must  be  taken  into  account : — 

(1)  Variations  in  the  purchasing  power  of  money.  In 

newly-settled  countries,  money-wages  are  often  high  com- 
pared with  older  countries,  but  money-cost  of  living  may  be 

even  higher.  See  ch.  17,  for  instances  of  changes  in  the 
value  of  money. 

(2)  Variety  in  form  of  payment.  It  has  frequently  been 

made  a condition  of  employment  that  the  labourer  should 
take  the  whole  or  a part  of  his  w'ages  in  “ kind,”  i.e.,  either  : 

(i.)  A portion  of  what  he  produces,  as  coals  in  the  case  of 
a miner ; or 

(ii.)  Commodities  for  his  own  consumption  ; as  beer  or 
cider  in  the  case  of  a harvester.  As  much  as  50  p.c. 
of  harvest-wages  have  at  times  been  paid  in  this  way. 

Truck,  as  the  practice  is  called,  has  been  made  illegal  in 
England,  on  the  ground  that  it  hinders  the  labourer  in 
estimating  his  real  wages,  and  gives  the  employer  an  unfair 
advantage. 

(3)  Opportunities  for  extra  earnings.  In  some  parts  of  the 
country,  workmen  can  get  allotments  of  land  at  a low  rent, 
and  by  cultivating  them  in  their  spare  time,  add  to  their 
income.  Whether  the  effect  of  such  allotments  is  to  lower 
ordinary  wages  and  so  nullify  the  benefit  of  them,  or  to 
add  to  ordinary  wages,  is  disputed.  In  some  places  the 
labourer’s  wife  and  children  may  earn  money,  whereas  in 
others  there  is  no  opportunity  for  such  earnings. 

(4)  Duration  of  working  capacity.  Some  trades,  such  as 
dry  metal-grinding,  “china-scouring,”  lead  working,  and,  by 
far  the  worst  of  all,  dealing  in  intoxicating  liquor,  are 
notoriously  unhealthy.  Shorter  life,  or  greater  sickness,  con- 
stitutes a deduction  from  real  wages. 

(5)  Regularity  of  Employment  and  chance  of  success. 
Regularity  is  diminished  by — 

(а)  The  Heasons.  Most  agricultural  operations  are  depen- 
dent on  the  time  of  year,  and  extra  hands  are 
required  in  harvest. 

(б)  llie  nature  of  particular  occupations  ; e.(j.,  fisheries, 
where  employment  varies  in  consequence  both  of 
the  weather  and  of  the  habits  of  the  fish. 
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(r)  SiKial  causes,  such  as  the  numerous  saints’  days  and 
holidays  observed  in  some  countries. 

{(I)  hidmtrial  causes  of  a general  character,  such  as  “ bad 
times,”  general  trade  depression,  strikes,  Ac. 

(6)  Pleasantness  and  social  estimation. 

3. — Time  and  Task  Wages.— The  labourer  may  be 
paid  so  much  per  week  or  day,  or  so  much  per  piece  of  work 
done.  It  IS  usually  to  the  advantage  of  the  employer  that 
ti  ne- wages  should  rise,  if  task- wages  remain  stationary,  since 
tl  ere  will  then  be  greater  economy  in  the  use  of  auxiliary 
CEpital.  Unless  otherwise  stated,  by  wages  is  to  be  under- 
stDod  real-,  time-,  wages. 

4. — Real  and  Nominal  Cost  of  Labour.— This 

IS  a distinction,  from  the  employer’s  point  of  view,  akin  to 
tbat  between  real  and  nominal  wages  from  the  labourer’s 
pcint  of  view.  The  nominal  cost  of  labour  is  the  price  paid 

to 'it.  1 he  real  cost  of  labour  IS  the  proportion  between  the 

wages  paid  and  the  increased  value  of  the  i.roduct  due  to  the 
la  )our. 

“ From  superior  skill  or  greater  energy,  the  more  hirrhly- 
paid  workman  will  in  many,  perhaps  in  most,  cases  turn  out 
a greater  amount  of  work,  in  proportion  to  the  wa^es  he 
reieives.  An  opportunity  occurred  some  years  a^o,  during 
th  3 construction  of  the  refreshment  room  at  Basing^stoke,  for 
te;  ting  this  problem  with  great  accuracy.  On  one  side  of  the 
stf.tion  a London  bricklayer  was  employed  at  5/G  a day  and 
on  the  other  two  country  bricklayers  at  3/6  a day.  It’  was 
found,  by  measuring  the  amount  of  work  performed,  without 
th  i knowledge  of  the  men  employed,  that  the  one  London 
br  cklayer  laid,  without  undue  exertion,  more  bricks  in  a day 
than  his  two  less  skilful  country  fellow  labourers. 

‘On  the  Grand  Trunk  Railway ‘a  number  of  French- 
Canadian  labourers  were  employed.  Their  wages  were  3/6  a 
dag  while  the  Englishmen  received  from  5s.°to  6s.  a day 
bu , it  was  found  that  the  English  did  the  greatest  amount  of 
work  for  the  money.  The  same  remarkable  tendency  to 
equality  of  cost  exhibits  itself  even  in  India.  On  the  Delhi 

and  Umritzir  Railway  it  has  been  found  . . . that,  mile  for 
mi  e,  the  cost  of  railway  work  is  about  the  same  in’  India  as 
it  13  111  England;  although  the  wages,  if  estimated  by  the 
amount  of  daily  pay,  are  marvellously  low The  wages 
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paid  on  the  Delhi  and  Umritzir  Railway  were  ; Masons,  10  to 

12  rupees  a month  ; carpenters,  15  to  18  ; bricklayers.  8 to  12  ” 
(Brassey,  Work  and  Waives). 

Wages.-It  sometimes  happens 
at  the  labourer  is  at  a disadvantage  in  bargaining  with  the 
employer,  and  therefore  accepts  lower  wages  than  he  might 
have  got  by  greater  insistence.  Employers  are  fewer  and 

richei,  and  usually  better  informed  than  their  labourers.  As 

a rule  they  can  wait,  and  the  labourer  often  can  not  Thev 
for  ^ 

employer’s  interest  in  continuity  of  production 
and  therefore  of  employment.  There  is  always  loss  involved 
m change,  and  frequently  a labourer  acquires  special  value  to 

and3  f T r"  business! 

^ ‘Adaptation  from  long  acquaintance  ; 

(2)  I rugahty  and  saving,  enabling  him  to  seek  his  best 
market,  and  to  stand  out  for  good  terms  ; 

(3)  Intelligence  and  self  respect ; 

(4)  Legal  regulations,  calculated  to  secure  the  labourer’s 

freedom  and  independence  (xxix.,  8).  ^duourer  s 

The  following  circumstances  are  opposed  to  the  labourer  in 
bargaining  for  wages  :—  m 

(1)  Restraints  on  movement  and  contract ; 

(2)  Injudicious  poor  laws  (ch.  xxx.)  ; 

(3)  Unfair  incidence  of  taxation  ; 

(4)  A bad  monetary  system  ; 

(5)  The  form  in  which  wages  are  paid. 

6.— Degradation  of  Labour.— Even  in  the  case  of 

fa  al  ^ the  case  of  wages,  fluctuations  may  be 

tatal,  if  they  are  so  great  as  to  produce  “ degradation  ” of  a 
c ass  of  labourers  ; i.e.,  their  permanent  reduction  to  a lower 
econoniic  level.  A labourer  who  is  out  of  work  for  a consider- 
able time  will  generally  become  less  capable  of  earning  his 

0 Smith  irreparable®  lol 

cal  skill'’ «°ergy  and  diligence  and  techni- 
cal skill.  The  trade  depression  which  threw  him  out  of  work 
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niLy  pass  away,  and  opportunities  occur  for  renewed  employ- 
m(  nt,  but  he  may  be  no  longer  able  to  profit  by  the  change. 

hiven  without  absolute  loss  of  work,  a protracted  season  of 
vei  y low  wages  may  produce  similar  results. 

Degradation  of  this  kind  may  be  caused  ly  ; 

1)  The  concerted  action  of  employers  in  refusing  to  pay  a 
wa?e  which  IS  sufficient  for  maintaining  productive  efficiency. 

^ -)  Changes  in  methods  of  production.  When  Bessemer 

in^  ented  his  new  method  of  making  steel,  39,000  men  who 
had  been  engaged  in  making  bar  iron  in  puddling  furnaces 
we  *e  thrown  out  of  employment. 

1 3)  Catastrophes  in  business,  such  as  occur  in  times  of  panic. 

".—The  Iron  or  Brazen  Law  -We  now  pass  on 
to  ;onsider  the  economic  theory  of  wages.  This  theory  has 
de^ eloped  historically,  as  have  other  economic  theories  fii  5) 
am.  a brief  review  of  its  development  will  bring  before  us’  its 
various  elements  in  the  most  convenient  way 

^Te  earhest  theory  of  wages  which  we'  need  notice  was 
propounded  by  the  Physiocrats,  who  generalised  the  state  of 
thi.igs  they  saw  m France,  and  assume.l  that  there  is  a 

nitural  law  of  population  according  to  which  the  wa»es  of 
ab  )ur  are  kept  at  starvation  limit.  If  wages  temporarily  rise, 
the  numbers  of  labourers  increase  and  force  w'ages  down.  If 
wages  temporarily  fall,  some  of  the  labourers  starve,’ and 
wages  are  forced  up.  In  England,  facts  were  always  against 
t e law,  and  prevented  it  being  adopted,  although  several 

Eii  jlish  economists,  Picardo  especially,  have  been  supposed  to 
giv(  it  countenance. 

T he  element  of  truth  in  the  theory  is  that  labourers  do  not 
existence  by  virtue  of  the  economic  motive  Like 
the  other  agents  of  production,  their  supply  is  not  entirely 
regulated  by  the  price,  i.e.,  by  the  wages  they  will  be  able  to 

earn  Taking  the  yearly  average  of  births  per  1000  popula- 
tion during  the  period  1871-97,  in  the  various  countries  of 
Eui  ope,  we  hnd  the  lowest  figure  in  France,  which  was 
certainly  not  the  poorest  country  in  Europe,  and  the  highest 
in  Tungary  which  was  certainly  not  the  richest,  and  a 
gre£  ter  number  in  Italy  than  in  England. 

The  law  of  the  supply  of  labour,  then,  is  not  an  economic 
aw.  I>ut  tPe  law  of  the  demand  for  labour  is  an  economic 
law,  and  therefore  subject  to  diminishing  utility  (iii.  4 . 
viii.  6).  Hence,  if  the  numbers  of  labourers  should  increase 
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the  industry  of  the  common  increases 

subsistence^increases  theZdily^  str tt"f  K " 

the  ccnfortable  hope  of  bettelfhifoond  t on  ^nH^  ' 
his  days,  perhaps,  in  ease  and  plenty  anhnates’ 

that  strength  to  the  utmost.  Where  wa..“  are  h “h  """"f 

ingly,  we  shall  alwavs  finri  ihn  ^ ® ^ accord- 

and  e.Kpeditious.  than  where  they  are“ow“°''Buf  t'h  ’ 
tiou  remained  barren  for  neariv  „ nL?  , ‘ 

doctrine  was  the  wage-fund  theory  of  7** 

and  his  son,  .John  Stuart  Th.  " -Malthus,  .James  Mill, 

latter  writer  • “With  the«o  stated  by  the 

tal”  nieat  • capHM  <ly:re77^‘r 

“ popiiktion  ” means  those  who  workST“‘i“^  "'‘^ges  ; 

only  depend  upon  the  relative  amount  of  capitaran7®“ 
tion,  but  cannot  under  tbp  mm  capital  and  popula- 

anything  else.  Wages  [meanin.r  *oT3r4‘'Th’e''ff 
cannot  rise,  but  by  an  increase  °of  the  .4  ’ general  rate] 
ployed  in  hiriiif^  labourers  nr  a rJj  • funds  em- 

the  competitors“fn  re  ’ortn  'u”  “"“ber  of 

tion  of  tU  funds  devS  re  ayteTaZl'er^h'"  “ 
in  the  number  of  labourers  to  bepaid  “ (/h.Iulfrf  if  n 774 
lo  the  extent  to  which  the  theory  can  bV  7 ’.P’ ^ 

merely  a statement  of  an  obvious  fact  ,•?-  th  , Plotted,  it  is 

rate  of  wages  is  ascertained  by  Lddin^’the  totM 
'™See  by  the  number  of  wage-earners.  ' f”"'’ 

me  Iheory  was  attacked  by  Longe  arul  . 

after  a time,  abandoned  by  Mill  himsell  ^omton,  ana, 
106  objections  to  it  are  .* • 

varies  so  wdlTafv4ht44a®,‘tit7i'  ?'  ““r  ‘^is 

^“(24  It  trlft  aSt'reaf  ,vages‘.““‘‘ 

independently^  of‘^th74mnb7Vo7T‘’7t°‘^^ 

But  within  limits  whic714  ,1  'abourers. 

forpVoS:-^ 
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i. — Standard  of  Comfort. — In  1798  appeared  the 
“ I ssay  on  the  Principle  of  Population  ” (ii.,  5). 

Under  favourable  conditions,  human  beings  can  double 
the  r numbers  in  25  years,  and  in  the  absence  of  certain 
definite  circumstances,  they  will  actually  ex(3rcise  the  power. 
It  i 3 obvious  that  multiplication  at  that  rate  has  not  gone  on, 
anc  could  not  go  on  without  check,  since  otherwise  the  earth 
could  not  furnish  even  standing-room  for  the  multitudes  that 
would  come  into  existence  in  a comparatively  short  time.  In 
his  essay,  Malthus  showed  historically  that  population  has 
bee  1 kept  down  by  two  classes  of  causes  : — 

(1)  Positive  checks,  such  as  disease,  war,  famine,  which 
ope ’ate  by  destroying  the  redundant  population  ; 

( i)  Preventive  checks,  such  as  delaying  the  time  of  marriage, 
anc  celibacy,  which  operate  by  preventing  a redundant  popu- 
latim  from  coming  into  existence. 

C'ne  way  of  stating  Malthus’s  conclusion  is  that  population 
ten  Is  to  increase  faster  than  means  of  subsistence.  Another, 
and  apparently  more,  but  really  less,  exact  statement  of  it  is, 
thai  while  population  tends  to  increase  in  a geometrical  ratio, 
means  of  subsistence  tend  to  increase  in  an  arithmetical  ratio. 

t:  oine  American  writers,  misled  by  the  apparently  bound- 
less expanse  of  fertile  soil  which  they  saw  around  them,  have 
attj  eked  the  doctrine,  and  ridiculed  the  notion  that  human 
beings  tend  to  increase  faster  than  cabbages  and  potatoes. 
En.,dish  economists,  on  the  other  hand,  who  held  the  Wage- 
Fund  theory,  urged  on  the  labouring  classes  a voluntary 
restriction  of  the  number  of  their  children,  as  the  only  direct 
mode  in  which  they  could  gain  permanently  higher  wages. 
In  this  discussion  they  introduced  the  term  “ Standard  of 
Coi  ifort.”  In  each  social  class  there  is  a style  of  living 
recognised  as  the  minimum  possible  for  that  class,  and  the 
ma  ority  of  young  persons  belonging  to  the  class  will  not 
ma  'ry  unless  and  until  they  can  see  their  way  to  bringing  up 
the  r probable  family  in  that  style  called  the  standard  of 
comfort  for  the  class.  The  means,  therefoie,  on  which  the 
wage  fund  economists  relied  for  improving  the  conditions  of 
the  wage-earners  was  the  raising  of  their  standard  of  comfort. 
It  ^.•as  in  that  view  that  a comparatively  expensive  diet  was 
tho  ight  more  to  the  interest  of  the  labouring-classes  than  a 
con  paratively  cheap  diet,  and  that  dear  necessaries  and  cheap 
con  forts  were  recommended. 
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The  modern  development  of  the  notion  of  standard  of 
comfort  will  be  best  traced  after  we  have  noticed  the  successor 
of  the  wage  fund  theory. 

10. — The  Efficiency  Theory.— The  great  advance 
which  has  been  made  on  the  theories  hitherto  examined  is 
the  recognition  of  the  relation  between  the  efhciency  of  labour 
and  the  rate  of  wages.  “Production,”  says  F.  Walker, 

furnishes  the  true  measure  of  wages.”  The  labourer  is  no 

longer  stupefied  by  being  told  that  he  can  never  permanently 

earn  more  than  starvation-wages,  or  that  he  can  only  improve 

his  condition,  while  remaining  a mere  labourer,  by  racial  self- 

eflacement ; but  he  has  scientific  warranty  for  the  common- 

sense  opinion  that  if  he  becomes  a more  efficient  producer,  he 

may  himself  reap  a fair  share  of  the  resulting  increase  in  the 
harvest. 

Prof  Marshall  thus  sums  up  his  theory  of  wages  : “ We 

see  that  demand  and  .supply  exert  co-ordinate  influences  on 

wages ; neither  has  a claim  to  predominance  ; any  more  than 

has  either  blade  of  a pair  of  scissors,  or  either  pier  of  an  arch. 

Wages  tend  to  equal  the  net  product  of  labour  ; its  marginal 

productivity  [xx.,  4]  rules  the  demand  price  [price  bid]  for 

it ; and,  on  the  other  side,  vvages  tend  to  retain  a close  though 

indirect  and  intricate  relation  with  the  cost  of  rearing,  training 

and  sustaining  the  energy  of  efficient  labour”  {F^conomics  of 
Induittry). 

With  regard  to  the  latter  part  of  this  statement,  there  can 
be  no  doubt  that  the  tendency  mentioned  does  in  fact  exist. 
But  we  have  seen  reason  to  believe  that  the  price  of  labour  ii.e', 
the  rate  of  wage.s)  has  but  little  effect  on  the  supply  of  labour. 

11. — Standard  of  Life.— On  the  side  of  demand, 
there  is  no  doubt  that  the  theory  of  value  applies  to  wages. 
Human  services  are  bought  for  productive  consumption  un”der 
conditions  of  varying  return.  Supply  may  outrun  demand, 
and,  if  ,so,  price  (i.e.,  rate  of  wages)  must  fall. 

On  the  side  of  supply,  expense  of  production,  the  regulator 
of  the  supply  of  commodities  other  than  the  agents  of  produc- 
tion, IS  non-existent,  and  its  place  is  ill-supplied  by  cost  of 
production  (xix.,  3).  W^hat  general  account  can  we  then  give 
of  the  supply  of  labour  ? The  answer  seems  to  be  furnished 
by  a development  of  the  theory  of  standard  of  comfort.  There 
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is  a tendency  for  every  man  to  refuse  at  all  hazards  to  sell  his 
services  for  less  than  will  enable  him  to  maintain  his  accus- 
tor  led  mode  of  living,  and  by  way  of  distinction  from  standard 
of  vOmfort,  w’hich  has  acquired  the  peculiar  meaning  abovo 
ghen,  we  may  call  this  notion  the  standard  of  life.  It 
dirictly  affects  wages,  whereas,  standard  of  comfort  only 
indirectly  aftects  them  by  acting  on  the  number  of  possible 
coi  ipetitors  for  wages.  In  France  w’e  see  an  almost  stationary 
poj  ulation,  whose  growth  is,  perhaps,  restrained  by  the  fear 
of  j owering  the  standard  of  comfort.  But  the  result  is  that 
hrtuce  is  decreasing  in  relative  power  and  importance. 
Me  inwhile  the  English  and  German  races  are  rapidly  in* 

creiising  in  numbers  and  power,  and  at  the  same  time  raising 
the  r standard  of  life. 

L labourer  w^hose  wages  are  insufficient  to  give  him  what 
he  egards  as  the  necessaries  of  life,  will,  if  he  have  sufficient 
ene  -gy  and  the  opportunity,  refuse  to  work  at  that  rate,  and 
seel  : a better  market.  He  may  migrate  to  another  trade  or 
anoffier  neighbourhood,  or  he  may  increase  his  efficiency  by 
greater  attention  and  study,  or  by  combination  with  his 
felh'Ws,  or  otherwise,  he  may  increase  his  capacity  to  make  an 
adv  intageous  bargain  wdth  his  employer  ; and  if  his  powers 
and  opportunities  adequately  second  his  ambition,  he  may 
succeed  in  bettering  his  position  without  the  necessity  of 
chec  king  that  increase  of  population  which  is  desirable  for 

an  indefinite  time  yet  to  come,  in  the  case  of  the  more  ad- 
van  ;ed  races. 

In  India  we  have  a population  without  the  standard  of  life 
of  tbe  English  or  the  standard  of  comfort  of  the  French. 
There  the  growth  of  population  is  checked  only  by  the 
diffi3ulty  of  keeping  body  and  soul  together.  The  “positive 
chec  ks  of  famine  and  pestilence  operate  periodically,  and 
wag3s  are  usually  at  starvation  point. 

The  meaning  may  now  be  clearly  seen  of  the  statement 
that  “ Character  makes  the  rate  of  wages.  ’ This  gives  the 
clue  to  all  wage-problems,  though  it  must  be  remembered 
that  here,  as  elsewhere  in  economics,  cause  and  effect  are 
recija-ocal,  and  there  is  some  truth  in  the  proposition  that 
“ Ti  e rate  of  wages  makes  character.”  But  it  is  now  well 
reco  gnised  that  in  regard  to  every  force  acting  on  the  working- 
clas^es,  the  most  important  question  is,  What  is  its  effect  on 
charicter?  The  question  is  as  important  in  economics  as  it 
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is^  in  religion,  morals,  or  politics.  Whatever  tends  to  raise 
character  will  tend  to  raise  wages,  and  whatever  tends  to 
lowGr  charactGr  will  tGnd  to  low6r  wages. 


QUESTIONS  AND  NOTES. 

1.  Explain  why  wages  differ  («)  between  workmen  in  different  occupa- 

tions  (/>)  between  workmen  in  the  same  occupation  in  different  districts. 
W hich  of  these  differences  tend  to  diminish,  and  why  (Cen  ) 

2.  Illustrate  the  statement  that  uncertainty  of  su'ccess  has  consider- 
able influence  in  regulating  the  remuneration  of  any  employment. 

3.  Investigate  briefly  the  effect  upon  tVages  of  (n)  cheapenfnrthe 

necessaries  of  life,  (C  improved  means  of  communication,  (c)  invention 
of  machinery,  (d)  influx  of  foreign  labourers.  ^ ^ fCern 

commodities.”  “Labour  differs  from  com- 
modities. Describe  the  points  of  agreement  and  difference,  and  show 
the  importance  of  the  latter  to  the  labourers.  '' 

5.  “ The  produce  of  labour  constitutes  the  natural  wages  of ’labour.” 

Examine  this  statement  critically,  and  show  the  various  senses  in  which 
It  may  be  taken.  How  far  does  it  support  the  claim  of  the  socialists  ? 

(3.  During  the  year  1890,  wages  generally  have  riLn. ' Di^uss*'the 
question  as  to  the  causes  of  this  rise.  (Cert ) 

1 necessarily  dear  labour?  In  your  answer 

deal  with  the  comparative  wages  paid  to  European  and  Asiatic  labourers. 

8.  State  the  theory  of  population  enunciated  by  Malthus.  T^w’Lt 

extent  was  it  suggested  by  the  particular  circumstances  of  his  own  time 
and  in  what  respects  have  subsequent  experience  and  investigation  tended 
to  confirm  or  to  weaken  his  reasoning  ? ( 4 S of  Taxe^  \ 

9.  Give  an  account  of  the  Wages  Fund  Theory  of  ilill'  and  other 
economists.  l\hat  arguments  have  been  used  against  it?  (Cert  ) 

nf  ^ the  wages  of  any  trade  affects  the  interests,  not  only 

of  their  employers  and  of  the  consumers  of  the  commodity  which  they 
help  to  produce,^  but  also  of  the  trades  which  are  associated  with  thein 
in  pioducing  it.  Examine  and  illustrate  this.  [L  C C SVw  ' 

Suppose  that  the  supply  and  demand  for  building  being  in‘eauili- 
bnum,  there  is  a strike  on  the  part  of  one  group  of  workers  sa\-  the 
p asterers,  or  that  there  is  some  other  disturbance  to  the  supply  of 

thtff  Inin,  i^^ke  a separate  study  of  the  demand  for 

that  factoi,  we  suppose  hnstly  that  the  general  conditions  of  the  demand 

01  new  houses  remain  unchanged  ; and  secondly  we  assume  that  there  is 
no  change  in  the  general  conditions  of  supply  of  the  other  factors  two 
ot  which  are,  of  course,  the  business  faculties  and  the  business  or-ninisa 
tos  of  the  master  builders.  Then  a temponiry  check  to  the  sup'pW  of 
plasteiers  labour  will  cau.se  a proportionate  check  to  the  amomit  of 
building.  «ie  demand  price  for  the  diminished  number  of  houses  will  be 
a h«le  higher  than  before  ; and  the  supply  prices  for  the  other  factors  of 
p-oduction  will  no  be  greater  than  before.  Thus  new  houses  can  now 
be  sold  at  puces  which  exceed  by  a good  margin  the  .sum  of  the  prices 
at  which  these  other  requisites  for  the  production  of  houses  can  be 
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bjught ; and  that  margin  gives  the  limit  to  the  possible  rise  of  the  price 
t iat  will  be  offered  for  plasterers’  labour,  and  on  the  supposition  that 
p asterers  labour  is  indispensable. 

‘‘It  is  however,  important  to  remember  that  if  the  supply  of  one 
fi  ctor  IS  disturbed,  the  supply  of  others  is  likely  to  be  disturbed  also.  In 
p irticular,  when  the  factor  by  which  the  supply  is  disturbed  is  one  class 
o labour,  as  that  of  the  plasterers,  the  employers’  earnings  generally 
a !t  as  a buffer.  That  is  to  say,  the  loss  falls  in  the  first  insLnce  on 
tl  em  ; but  by  discharging  some  of  their  workmen  and  lowering  the  wages 

0 others  they  ultimately  distribute  a great  part  of  it  among  the  other 
lEctors  of  production  (A.  Marshall,  Economicii  of  Industrif), 

11.  Adam  Smith  tells  us  that  “ wages  vary  with  the  ease  or  hard- 
sl  ip  the  cleanliness  or  dirtiness,  the  honourableness  or  dishonourableness 

01  the  employment.”  Give  instances  of  this,  and  show  how  other  con’ 

SI  lerations  limit  the  operation  of  the  law.  (Cert ) 

The  lowness  of  the  wages  of  ordinary  clerks  is  partly  due  to  the  com- 
pi  rative  ease  cleanliness,  and  honourableness  of  their  employment 
Prof.  Marshall  calls  it  an  “ evil  paradox  ” that  “ the  dirtiness  of  some 
0(  cupations  is  a cause  of  the  lowness  of  the  wage.s  earned  in  them.  For 
er  iployers  find  that  this  dirtiness  adds  much  to  the  wages  they  would 
hi  we  to  pay  to  get  the  work  done  by  skilled  men  of  high  character 
w irking  With  improved  appliances;  and  so  thev  often  adhere  to  old 
methods  which  require  only  unskilled  workers  of  but  indifferent  character 

ai  d who  can  be  hired  for  low  (Time-)  wages,  because  they  are  not  worth 
m ach  to  any  employer.’^ 

1 ^ j'u  that  the  rate  of  wages  is  principally  regu- 

lated by  competition,  and  name  some  of  the  circumstances  which  practi- 
caily  modify  the  action  of  competition.  (Cert  ) 

13.  How  far  does  the  element  of  monopoly  enter  into  and  explain  the 

di  lerences  of  wages  ? Do  these  differences  tend  to  increase  or  diminish 
ui  der  existing  social  conditions?  p,-el  ) 

14.  Show  the  truth  of  the  statement  that  wages  are  increased  by 
increasing  the  produce  of  labour.  How  is  this  compatible  with  the 

present  over-production  in  the  iron-trade  ? (Cert) 

Study  the  diagmm  (iii  , 3).  If  the  Labour  spent  on  commodity  A 
be2omes  more  productive,  there  will  be  a greater  quantity  of  produce  to 
to  be  divided  among  producers  of  commodity  B.  This  may  mean  that 
A_  falls  in  value  relatively  to  B.  Still,  the  producers  of  A are  no  wor^se 
ofl  than  before,  and  the  producers  of  B are  better  olT.  While  if  the  labour 

sp  !ut  both  on  A and  on  B becomes  more  productive,  the  real  waf^es  of 
bom  sets  of  labourers  will  rise.  ^ 

^ This  illustrates  the  benefit  which  labourers  get  as  consumers  from  an 
im  rease  in  the  efficiency  of  labour.  They  will  also  benefit  as  producers 
by  an  increase  in  their  efficiency,  by  the  increase  in  the  total  value  of 
tff  'ir  output,  unless  price  falls  so  low,  in  consequence  of  the  increased 
su  iply  that  total  v^tlue  is  less  at  the  lower  price  and  greater  quantity 

than  It  was  at  the  higher  price  and  smaller  quantity. 

Over-production  ” is  different  from  an  increase  in  efficiency.  It 
means  that  so  much  of  a commodity  has  been  produced  that  its  nrice 
fal  s below  expense  of  production,  with  consequent  loss  to  employers 
an^  I diminution  of  employment  to  labourers.  It  indicates  that  effort  has 
been  mis-applied,  in  producing  commodities  which  are  not  much  wanted. 
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The  relation  between  price  and  expense  of  production  is  the  regulator 
which  guides  productive  effort  in  the  directions  in  which  it  is  most 
useful  to  society. 


1.5.  Examine  briefly  the  effects,  immediate  and  ultimate,  of  the  intro- 
duction of  labour-saving  machines  on  the  wages  of  labour.  (Cert,) 
Study  diagram  (iii.,  3).  Output  of  commodities  is  not  diminished. 
Therefore,  no  one  is  injured  immediately  except  the  labourers  who  may 
be  thrown  out  of  employment.  These  will  at  once  seek  other  work 
(while  the  remuneratory  capital,  set  free  from  paying  their  wages,  will  also 
seek  employment),  and  when  they  find  it,  the  total  produce  of  labour 
will  be  greater  than  before,  and,  therefore,  real  wages  will  rise. 


SOME  SOCIAL  AND  POLITICAL  QUESTIONS 
INVOLVING  ECONOMIC  CONSIDERATIONS. 

CHAPTER  XXIV. 

CO-OPERATION. 

1. — The  word  “ Co-operation  ” is  used  ambiguously.  Some- 
times it  means  what  we  have  called  “organisation  of  indus- 
try ” (ch.  vii.),  “simple  co-operation  ” being  used  for  “ com- 
bination of  efforts,”  and  “complex  co-operation”  for  “se- 
paration of  employments.”  But  in  a more  special  sense,  “ co- 
operation ’’means  a scheme  of  combination  for  the  production 
of  wealth  on  a different  plan  from  that  which  we  have 
hitherto  con.sidered.  The  power  which  sets  in  motion  the 
machinery  of  production,  as  we  have  considered  it,  is  the  em- 
ployer’s expectation  of  profit.  In  the  hope  of  profit  he  en- 
gages land,  labour,  and  capital,  and  undertakes  the  risk  of 
production.  But  it  is  possible  for  the  labourers  to  club  to- 
gether such  capital  as  they  may  possess  or  can  borrow,  and 
undertake  to  produce  on  their  own  responsibility.  Production 
on  this  plan  is  called  co-operation,  the  method  previously  de- 
scribed being  called,  by  way  of  distinction,  “ capitalistic,”  or 
“entrepreneur,”  production. 

The  differences  between  the  two  schemes  belong  partly  to 
the  head  of  production,  partly  to  that  of  distribution. 

(1)  As  to  production,  co-operation  has  been  called  “ union 
in  production  upon  equal  terms,”  or  “ democracy  introduced 
into  labour.”  The  advantage  to  the  labourer  is  that  employ- 
ment is  not  dependent  on  the  will  of  an  employer,  but  is  at 
his  own  option.  On  the  other  hand,  successful  business  re- 
quires discipline  and  organisation,  which  are  developed  with 
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more  ease  ami  efficiency  under  the  capitalistic  than  under  the 
co-oferative  regime. 

(2  As  to  distribution,  since  the  whole  body  of  labourers 
take  .he  risk,  they  will  also  take  the  profit  of  the  concern. 
Hence  co-operation  has  been  defined  as  “ getting  rid  of  the 
entrepreneur.”  But  production  without  an  employer  is  im- 
possi  )le.  \\  hat  co-operation  really  does  is  to  unite  the  func- 
tion of  labourer  and  that  of  employer  in  the  same  persons. 

ag(  s of  superintendence,  as  we  have  seen,  is  quite  distinct 
from  profit.  Co-operative  labourers  cannot  divide  wages  of 
superintendence  among  themselves,  but  they  may  so  divide 
profit.  Co-operative  production  requires  skilled  management 
as  much  as  does  capitalistic  production  ; and  one  of  the  cha- 
ractei  istic  causes  of  the  comparative  failure  of  co-operative 
prodi  ction  has  been  petty  jealousy  of  the  manager,  and 
unwillingness  to  pay  him  a price  sufficient  to  attract  men  of 
the  n icessary  ability  for  the  post. 

Ca:rnes  de.scribed  co-operation  as  “ combining  in  the  same 
perso  1 the  two  capacities  of  labourer  and  capitalist.”  If  we 
define  “capitalist  ” strictly,  the  description  is  inaccurate,  be- 
cause production  may  still  be  co-operative,  though  the  co- 
opera ,ors  borrow  the  capital  with  which  they  do  business. 
But  (airnes  used  “capitalist”  both  for  owner  of  capital  and 
for  employer. 

Soi.ietimes  the  “co-operative”  system  of  production  is 
contrasted  with  the  “competitive”;  but  this  is  incorrect. 
Business  may  be  co-operative  and  also  competitive,  or  it  may 
be  “ capitalistic  and  non-competitive,  as,  c.//.,  in  the  case  of 
a moi  opoly.  In  fact,  the  greater  part  of  co-operative  busi- 
ness ’.s  competitive ; for  the  practice  of  selling  goods  at 
markc  t prices,  and  then  dividing  part  of  the  profits  among 
custoi  lers,  which  is  usual  with  co-operators,  is  an  under- 
selling of  other  establishments. 

In  uddition  to  the  advantages  above  indicated,  co-operation 
may  1 3 expected  to — 

(1)  Do  away  with  strikes  and  lock-outs. 

(2)  Encourage  industry,  care,  and  skill. 

(8)  Encourage  frugality. 

The  great  disadvantage  of  co-operation  is  its  inefficiency,, 
due  to  the  incapacity  of  the  labourers.  They  have  usually 
not  had  the  intellectual  and  moral  qualities  necessary  to  con- 
duct h isiness  successfully,  nor  to  submit  to,  and  adequately 
remunerate,  those  who  have  such  qualities. 
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Capitalistic  employers  find  it  pay  to  give  their  managers 
salaries  rising  to  thousands  of  pounds  per  annum.  Co-opera- 
tors have  rarely  been  able  to  bring  themselves  to  pay  a 
manager  more  than  as  many  hundreds. 

2.  — Co-operation  in  Consumption.  — The  most 
successful  form  of  co-operation  is  that  of  dealing  in  commo- 
dities consumed  by  the  co-operators  themselves.  This  is 
called  Distributive  or  Consumptive  Co-operation.  Its  advan- 
tages are — 

(1)  The  gain  of  the  ordinary  net  profits  of  retail  trade. 
These  are  often  unduly  high,  as  also  are  very  frequently  the 
expenses,  in  consequence  of  the  number  of  retail  shops  being 
unreasonably  large. 

(2)  A saving  of  advertisements,  &c.  The  amount  and  kind 
of  trade  are  known  beforehand,  and  a sale  is  secured  without 
risk  or  expense.  The  co-operators  will  submit  to  being  worse 
served  than  they  would  be  at  a capitalistic  establishment. 
Very  small  business  capacity,  therefore,  is  needed. 

(3)  Reduction  in  the  expense  of  handling  and  dealing  out 
goods. 

The  chief  obstacles  in  the  way  of  co-operation  are  defects 
of  character.  These  are  at  once  the  consequence  of  the  con- 
ditions of  the  workers’  lives,  and  a hindrance  to  improvement. 
Those,  therefore,  who  look  to  co-operation  as  a means  of  im- 
proving mankind,  have  always  put  education  in  the  front  of 
their  schemes.  It  is  the  noblest  use  to  which  to  put  their 
profits,  and  the  condition  of  the  realisation  of  their  hopes. 

3.  — Historical  Sketch. — The  Rochdale  “ Equitable 
Pioneers”  are  a typical  example  of  co-operation  in  consump- 
tion. The  society  was  founded  in  1844  by  28  men,  with  a 
capital  of  £“28,  collected  mostly  at  the  rate  of  2d.  a week.  In 
1888  the  society  had  11,223  members,  and  a share  capital  of 
£339,937.  The  sales  for  the  year  were  £266,175  ; total 
profits,  £46,729.  Of  this  profit  £29,370  went  as  dividends  to 
members,  £472  as  dividends  to  non-members,  and  £816  to 
the  Educational  Department.  The  following  description  of 
the  work  and  position  of  the  society  was  written  in  1885 
[Historic  of  Co-operation,  G.  J.  Holyo.ake)  : — 

“ The  Toad  Lane  Store  has  expanded  into  14  or  more 
branches,  with  14  or  more  news-rooms.  Each  branch  is 
a ten  times  finer  building  than  the  original  store.  The  Toad 
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Lsne  parent  store  has  long  been  represented  by  a great  central 
st(  re,  a commanding  pile  of  buildings,  which  it  takes  an  hour 
to  walk  through,  situated  on  the  finest  site  in  the  town,  and 
ov  3rlooking  alike  the  Town  Hall  and  Parish  Church.  The 
Ceutral  Stores  contain  a vast  library,  which  has  a permanent 
librarian,  Mr.  Barnish.  The  store  spends  hundreds  of  pounds 
in  bringing  out  a new  catalogue,  as  the  increase  of  books 
ne  }ds  it.  Telescopes,  field  glasses,  microscopes  innumerable, 
ex  st  for  the  use  of  members.  There  are  many  large  towns 
wlere  gentlemen  have  no  such  newsrooms,  abounding  in 
da  ly  papers,  weekly  papers,  magazines,  reviews,  maps,  and 
cof  tly  books  of  reference,  as  the  working  class  co-operators  of 
Rcchdale  possess.  They  sustain  science  classes.  They  own 
property  all  over  the  borough.  They  have  estates  covered 
wi  h streets  of  houses  built  for  co-operators.  They  have  es- 
tal  lished  a large  corn-mill.  . . They  built  a huge  spinning-mill, 
and  conducted  it  on  co-operative  principles  three  years,  until 
on  side  shareholders  converted  or  perverti'd  it  into  a joint- 

sto3k  aftair (They  instituted  and  have  maintained  to 

this  day  an  Educational  Fund  out  of  their  profits).  . . . Their 
ori  filial  objects  were  large.  They  sought  to  equalise  the  dis- 
tribution of  property — to  create  co-operative  workshops,  to 
employ  their  own  members,  and  support  them  on  land  of 
which  they  should  be  the  owners,  and  create  a self-supporting, 
intjlligent,  and  prosperous  community.” 

Eo-operative  Societies  have  grown  rapidly  in  the  United 
Kingdom  within  the  past  40  years.  Their  total  sales  have 
ris(  n from  about  2|-  millions,  in  1862,  to  over  50  millions  in 
1816.  In  the  latter  year  their  position  was — Members, 
1,514,824;  share  capital,  £'18,236,040.  Most  of  these  are 
C’o  isumers’  Co-operative  Societies. 

Since  1864,  Co-operative  Wholesale  Societies  have  come 
int ) existence,  for  supplying  Retail  Societies  on  the  same 
pri.iciples  as  those  on  which  the  latter  supply  their  individual 
me  iibeis.  To  some  extent  the  ^Vholesale  Societies  carry  on 
nia  lufactures,  but  on  “ capitalistic  ” lines,  i.e.,  they  employ  la- 
bor rers  who  themselves  have  no  voice  in  the  conduct,  and  no 
share  in  the  risk,  of  the  business. 

There  are,  however,  indications  that  in  agriculture  and 
ma  lufactures,  co-operation  is  becoming  more  efficient.  “A 
mo  it  promising  co-partnership  enterprise  in  London  ...  is  a 
bui  ding  society  under  the  title  of  General  Builders,  Limited. 
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. . . It  was  not  allowed  to  start  until  it  had  obtained  £1,000  of 
capital.  It  has  800  members,  and  employs  40  to  50  work- 
men, all  of  whom  are  members  of  the  society,  and  sharers  in 
profits  or  losses  and  in  management.  It  has  £2,000  of  capital 
in  shares  and  loans.  There  are  one  or  two  middle-class  shaie- 
holders,  but  95  p.c.  of  the  share  capital  is  held  by  working- 
men. . . . The  society  has  had  a promising  career.  ...  Its 
hours  are  50  a week  during  summer,  and  it  was  able  to  keep 
busy  all  last  winter.  Trades-union  wages  are  paid,  and 
sometimes  a little  more.  . . . This  society  now  has  17  branches 
in  different  parts  of  London.  They  have  been  successful 
enough  to  feel  justified  in  building  themselves  an  establi.sh- 
ment  for  a central  joinery  works,  which  will  include  an  edu- 
cational room  for  lectures.”  [Labour  Co-partnership  [1898] , 
H.  D.  Lloyd). 

4. —Profit-Sharing  or  Industrial  Partnership 

is  a system  of  remunerating  labour  which  is  intermediate 
between  the  wage-system  and  co-operation.  By  piece- wages 
the  labourer  is  remunerated  for  his  services  in  proportion  to 
the  gross  product.  Under  a system  of  co-operation  in  the  full 
sense,  the  labourers  control  the  productive  process,  and  are 
the  owners  of  whatever  profit  may  be  realised.  They  aie 
therefore  remunerated  by  the  net  product.  In  a profit-shar- 
ing establishment  there  is  an  employer  distinct  from  the 
labourer.  The  control  of  the  business  rests  with  him,  and 
he  is  entitled  to  the  profits,  but  he  divides  part  of  this  among 
the  labourers  as  the  whole  or  a part  of  their  remuneiation. 
The  labourers  are  therefore  remunerated  in  proportion  to  net 

product. 

There  is  a very  broad  distinction  between  co- operation  and 
profit-sharing.  Can  the  “ captain  of  industry  ” discharge  the 
labourers,  or  can  the  labourers  discharge  their  captain  ? In 
the  latter  case,  there  is  co-operation,  in  the  former  theie  is 
not,  at  least,  not  to  the  fullest  extent. 

Under  the  “Capitalistic”  system  of  production,  it  may 
appear  to  be  to  the  labourer’s  interest  to  do  as  little  work, 
and  to  take  as  little  pains  about  it,  as  possible,  consistently 
with  retaining  his  situation.  But  if  his  remuneration, 
wholly  or  in  part,  is  directly  and  visibly  dependent  on  the 
profits  made  by  bis  employer,  he  will  perceive  the  coincidence 
of  his  own  interest  with  that  of  his  employer.  The  followdng 
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cor  sequences  may  be  expected  to  flow  from  a system  of  orofit- 
shsrmg: — ^ 

(A)  As  regards  the  employer  : — 

(1)  An  increase  in  the  quantity  of  product ; 

(2)  An  improvement  in  the  quality  of  product ; 

( 3)  Less  waste  of  material  ; 

(4)  hewer  disputes  and  less  cost  of  superintendence. 

(B)  As  regards  the  worker  : — 

( 1)  An  increase  in  the  pleasure  with  which  he  does  his  work  • 

\-j  greater  reward  for  his  services.  * 

The  employer  is  likely  to  lose  nothing  by  offering  his  men 
a share  in  profits  in  addition  to  their  previous  wao’es  It 
may  be  expected  that  the  increased  efficiency  of  the  inen’  will 
oeots  the  profit  which  will  be  divdded  amon^-  them 

I . is  sometimes  objected  to  proflt-sharing'that  it' is  not  also 

loss-sharing.  If  the  employer,  in  good  times,  divides  his 
exti  a profits  among  his  men,  what  is  to  compensate  him  when 
bad  tunes  come,  and  he  makes  less  than  usual  profits,  or  even 
a loss?  The  difficulty,  however,  is  not  insurmountable- 

A 1 encouraging  Illustration  may  be  cited  from  the  experience 
of  \/illiain  Thom.son  & Sons,  Limited,  of  Huddersfield,  an 
me  ustrial  partnership  ’ which  was  inaugurated  with  the  help 
of  rade  Unionists  and  co-operators.  In  1S89,  owin^^  to 
exce  ptional  circumstances,  there  was  a clear  loss  on  the  yelir’s 
trading  In  this  case  the  Avorkers,  so  far  from  bein<^  dis- 
gusted with  the  result,  voluntarily  agreed  to  pay  out  of'^  their 
wagjs  during  the  succeeding  year  a sufficient  sum  to  pay  the 
inte  -est  on  the  fixed  capital ; this  was  actually  done  by  the 
payment  of  a voluntary  tax  of  about  6d.  in  the  £ on  wacres 
[18!«]  ni'mber  of  months  ” (I'rofit-Shanmj,  BoshTli. 

A lother  objection  comes  from  Trade  Unionists.  “ Indus- 
toal  divisions  ’’  said  Jevons,  “ should  be  perpendicular,  not 
hori:;ontal.  The  workman’s  interests  should  be  bound  up 
with  those  of  his  employer.”  Trade  Unionists,  especially 
thos.*  with  Socialistic  tendencies,  desire,  on  the  contrary,  to 
make  industrial  divisions  horizontal,  not  perpendicular,  and 
then  fore  dislike  profit-sharing,  because  it  tends  to  render  the 
inter  3sts  of  the  workmen  identical  with  those  of  their  employer. 

_ Or  e of  the  earliest  and  best  known  instances  of  profit-sharing^ 
is  ttat  of  the  Maison  Leclaire.  M.  Leclaire,  a Parisiaii 
house-painter  and  decorator,  began  to  admit  his  workmen  to 
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I participation  in  the  profits  of  the  business  in  1842.  He  was 
I a man  of  remarkable  energy  and  ability,  qualities  which  he 

p utilised  first  in  establishing  a good  business,  and  then  in  im- 

f proving  the  condition  of  his  workmen.  His  scheme  was 

I I entirely  successful,  and  has  been  continued  since  his  death  in 

1872.  In  1842,  £490  was  shared  among  44  persons  engaged 
in  the  business.  In  1883,  £9,000  was  shared  among  838 
persons.  Leclaire  himself  left  a fortune  of  £48,000,  and 
declared  that  he  could  not  have  accumulated  so  much,  even 
by  fraudulent  means,  had  it  not  been  for  the  establishment 
of  participation. 

Another  profit-sharing  experiment  to  which  reference  is 
frequently  made,  is  that  of  Henry  Briggs,  Son,  & Co.  Messrs. 
Briggs  were  colliery-owners  in  Yorkshire,  and  in  1865  they 
introduced  profit-sharing  among  their  men  as  a last  resort  to 
retrieve  the  fortunes  of  the  business,  which  had  been  almost 
ruined  by  disputes  between  the  firm  and  their  labourers.  The 
proposal  was  to  apportion  profits  thus  : make  an  allowance 
first,  for  the  usual  reserve  fund ; second,  for  10  p.c.  dividend 
on  capital ; third,  for  salary  of  management ; and  then,  divide 
I the  remaining  profit  half  to  the  shareholders  and  half  to  the 

I workpeople.  Up  to  1875  the  scheme  was  completely  success- 

!|  ful.  Jevons  said  of  it,  “ the  Whitwood  collieries  seem  to  me 

j to  furnish  all  the  requirements  of  a perfectly  decisive  experi- 

i ment.”  The  following  were  the  results  during  the  first  six 

^ years,  which  was  a period  of  average  prosperity  in  the  trade  ; 

I A regular  dividend  to  capital  of  10  p.c.  (it  had  averaged 

s scarcely  5 for  the  preceding  10  years)  ; a bonus  to  capital  of 

5^  p.c.,  and  a bonus  of  equal  amount  to  labour.  In  addition 
to  the  pecuniary  results,  the  feelings  of  distrust,  opposition, 
even  hatred,  which  prevailed  between  masters  and  men  before 
! 1865,  disappeared,  and  were  in  a few  years  replaced  by  respect, 

friendship,  and  affection. 

^ The  scheme,  however,  was  destroyed  by  good  fortune.  A 

I period  of  great  activity  in  the  coal  trade  commenced  in  1871. 

By  the  30th  June,  1873,  wages  had  risen  50  p.c.  on  the 
) original  rate,  and  to  correspond  with  this  rise  the  rate  of 

■ interest  on  capital  was  raised  from  10  to  15  p.c.  In  1874 

the  price  of  coal  fell,  and  wages  were  reduced.  A general 
strike  against  this  reduction  took  place  in  the  district,  and  the 
workmen  at  the  Briggs’  collieries  joined.  Thereupon  the 
shareholders,  thinking  that  such  conduct  was  contrary  to  the 
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principles  of  profit-sharing,  resolved,  in  1876,  to  discontinue 
the  ]iractice. 

It  would  be  a mistake  to  regard  this  experiment  as  a failure. 
It  wis  a complete  success,  and  its  discontinuance  was  due  to 
exce  itional  circumstances,  and.  lack  of  experience  in  dealing 
wdth  them. 

Some  highly  successful  business  enterprises  are  being  con- 
duct 3d  at  the  present  day  in  this  country  on  the  principle  of 
profit-sharing.  We  may  mention  the  South  Metropolitan 
Gas  Company,  which  in  1899  paid  d620,0(K)  to  their  2,800 
shar  sholder  employees  as  their  share  of  profits.  The  relations 
between  the  Company  and  its  workpeople  arc',  good,  and  gas 
is  pioduced  and  sold  very  cheaply. 


QUESTIONS  AND  NOTES. 

1.  Profit-sharing  between  employers  and  employed  has  been  ad- 

voca  ed  as  an  improvement  on  the  wages  system.  Point  out  what  you 
thin]  are  its  advantages  and  defects,  and  give  a brief  account  of  any 
expe  iments  which  have  been  made  in  this  direction.  (Cert.) 

2.  What  is  meant  by  an  Industrial  Partnership?  State  what  you 
knov  of  the  history  of  this  method  of  preventing  trade  disputes,  and 

critii  ise  its  efficiency.  (Cert.) 

3.  “ Co-operation  is  a scheme  by  which  the  labourer  can  unite  the 

f unc  dons  and  earn  the  wages  of  labourer  and  employer  by  superseding 
the  necessity  of  using  the  services  of  the  latter  functionary.  ’ “ Co- 

oper ition  combines  in  the  same  persons  the  two  capacities  of  labourer 
and  capitalist.”  Which  of  these  statements  gives  the  more  correct  and 
the  more  instructive  idea  of  the  Co-operative  Movement  ? Give  reasons 
for  A our  opinion.  (Cert.) 

4“  What  are  the  main  obstacles  to  the  spread  of  co-operative  pro- 
duct on  ? Describe  any  experiment  of  this  kind  with  which  you  are 
acqi  ainted.  (Cert.) 


CHAPTER  XXV. 

TAXATION. 

1.— Functions  of  Government.— The  limits  within 
wh]  ch  the  activity  of  the  government  of  a state  should  be  con- 
fintd  is  one  of  the  most  disputed  questions  in  politics.  “ On 
the  one  hand,  impatient  reformers,  thinking  it  easier  and 
she rter  to  get  possession  of  the  government  than  of  the  in- 
telhcts  and  dispositions  of  the  public,  are  under  a constant 
ten  ptation  to  stretch  the  province  of  government  beyond  due 
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bounds  ; while,  on  the  other,  mankind  have  been  so  mu^sh 
accustomed  by  their  rulers  to  interference  for  purposes  other 
than  the  public  good,  or  under  an  erroneous  conception  ot 
what  that  good  requires,  and  so  many  rash  proposals  are 
made  by  sincere  lovers  of  improvement,  for  attempting,  by 
compulsory  regulation,  the  attainment  of  objects  which  can 
only  be  effectually  or  only  usefully  compassed  by  opinion  and 
discussion,  that  there  has  grown  up  a spirit  of  resistance 
in  limine  to  the  interference  of  government,  inerely  as  such, 
and  a disposition  to  restrict  its  sphere  of  action  within  the 
narrowest  bounds  ” (J.  S.  Mill).  These  two  tendencies  may 
be  called  respectively  Socialistic  and  Individualistic.  Mill 

divides  the  functions  of  government  into—  _ 

(a)  Necessary,  those  ‘‘  “which  are  either  inseparable  from 
the  idea  of  a government,  or  are  exercised  habitually  and 

without  objection  by  all  governments  ” 

(b)  Optional,  as  to  which  “ the  expediency  of  its  exercising 
them  does  not  amount  to  necessity,  and  is  a subject  on  which 

diversity  of  opinion  does  or  may  exist. 

Examples  of  the  necessary  functions  of  government  are 

(1)  The  raising  of  a revenue  to  support  its  expenses  ; 

(2)  The  framing  of  laws  on  the  two  great  subjects  of  property 

and  contracts  ; 

(3)  Judicature  and  police.  , atmi 

From  among  the  optional  functions  of  government.  Mill 

selects  for  notice,  as  being  “interferences  grounded  on 
erroneous  theories”:  Protection,  Usury  Laws,  Attempts  to 
regulate  the  prices  of  commodities.  Monopolies,  Combination 
Laws,  and  Restraints  on  Opinion  or  on  its  publication.  As 
to  other  cases  of  government  interference.  Mill  holds  that 
laisser-faire,  that  is,  freedom  to  the  individual  to  do  as  he 
pleases,  is  the  general  rule,  but  liable  to  large  exceptions, 

such  as — , 1 i.  • j 

(1)  Cases  in  which  the  consumer  is  not  a competent  judge 

of  the  commodity.  To  this  head  he  refers  the  duty  of  go\  em- 
inent to  provide  for  the  education  of  the  people. 

(2)  Cases  in  which  persons  exercise  power  over  others. 

(3)  Cases  in  which  public  intervention  may  be  necessary  to 
orive  effect  to  the  wishes  of  the  persons  interested.  As  an 
example,  we  may  refer  to  the  regulation  of  hours  of  labour 

(xxix.,  8).  „ V ’L 

(4)  Cases  where  private  agency  “would  really  be  more  suit- 
able, but  is  not  forthcoming. 
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2.— Government  Revenue.— The  chief  source  of 
^ overnment  revenue  is  taxation,  i.e.^  the  “ coiiipulsory  con- 
i ribution  of  the  wealth  of  a person  or  body  of  persons  for  the 
service  of  the  public  powers.”  The  wealth  which  is  so  con- 
tributed is  in  modern  times  chiefly  in  the  form  of  money  but 
^ overnments  usually  compel  more  or  less  work  to  be  done  for 
taem  directly  (conscription,  jury-service,  c<jc.),  or  goods  to  be 
cirectly  supplied  (billeting,  “purveyance,”  Ac.).  Further 
t lere  is  more  or  less  trading  carried  on  by  the  State  : in  many 
CDuntries  the  railways  belong  to  the  Static,  and  in  our  own, 
t am  ways,  water-  and  gas-works,  Ac.,  are  owned  by  local 
gDverning  bodies,  and  the  post-oftice  by  the  central  govern- 
n tent.  Considered  merely  as  business  enterprises,  government 
ti  ading  seems  on  the  whole  a failure.  It  obstructs  proo'ress 
it  rules  its  agents  tyrannically,  and  is  inefficient.  ° 

Lastly , States  derive  some  portion  of  their  revenue  from 

Crown  lands.  These,  also,  are  usually  managed  uneconomi- 
C)  ily. 

. ^ —Taxation.— The  discussion  of  the  principles  of  taxa- 
tim  belongs  to  political  economy  regarded  as  an  art  (ii.,  1), 
and,  therefore,  other  than  purely  economic  considerations 
have  to  be  also  taken  into  account,  it  is  by  economic 
reasoning  that  we  trace  the  effect  of  particular  taxes  on  pro- 
duction and  distribution,  and  discuss  the  fiscal  policy  that 
w 11  probably  give  the  greatest  revenue  to  the  State  at  the 
leist  cost  to  the  tax-payers.  But  notions  of  justice  must 
gi  ide  the  politician  in  allotting  the  burden  of  taxation  among 
the  various  classes  of  citizens,  and  the  distribution  of  political 

pc wer  miLst  also  be  kept  in  mind.  (“No  taxation  without 
re  Dresentation.”) 

Taxation  w^as  deeply  studied  in  the  18th  century.  It  was 
at  that  time  regarded  in  England,  as  it  still  is  in  many 
fo  eign  countries,  as  a means,  not  only  of  raising  a revenue 
bu  t also  as  a means  of  impoverishing  foreign  nations,  relatively 
if  lot  absolutely.  Another  object  of  taxation,  proposed  by 
bccialists,  IS  the  equalisation  of  incomes. 

In  imposing  taxation,  a great  yariety  of  questions  inci- 
de  itally  present  themselves.  Is  it  better  to  have  dear  neces- 
saiies  and  cheap  comforts,  or  vice  versa  ^ (xxiii.,  9).  If 
Im  lines  only  are  taxed,  a parsimonious  man  may  Lcape 
altigether.  Taxation  may  discourage  habits  which  are 
me  rally  undesirable,  e.g.,  drinking,  smoking,  &c.  But  is  it 
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advisable  that  the  government  should  undertake  the  super- 
vision of  private  morality  or  prudence  ? Mill  was  strongly 
in  favour  of  taxing  ostentation.  He  also  advocated  taxatmn  of 
the  “ unearned  increment”  (xx.,  12).  The  benefit  of  taking 
off  a tax  is  never  equal  to  the  evil  of  putting  it  on.  Taxation 
may  effect  an  economic  gain,  if  the  governnaent  gather  up 
money  that  would  otherwise  be  wasted,  and  apply  it  profitably. 
This  may  be  the  result  of  taxing  incomes,  and  applying  the 
proceeds  to  the  reduction  of  the  national  debt , since  the 
income  surrendered  to  the  tax-gatherer  might  have  been  spent 
in  unprofitable  indulgence,  whereas,  the  stockholder,  who 
receives  payment  of  his  capital,  will  probably  seek  to  re-mvest 

it  productively. 


4— Historical  Sketch.— Before  proceeding  to  the 
principles  which  have  been  established  as  to  taxation,  we  will 
briefly  review  the  history  of  the  English  revenues. 

In  Roman  times,  taxes  w^ere  paid  in  kind,  and  assessed  on 
cattle  {scriptura,  the  number  of  cattle  being  inscribed  on  the 
tax-gatherer’s  roll)  and  on  men  {capitatio  hwnana,  a poll-tax). 

The  Saxon  Kings  derived  their  ordinary  revenue  from  Crown 
lands,  law  fines,  and  a hearth-tax  (fumage).  In  time  of 
danger,  the  Witenagemot  imposed  shipgeld  on  the  counties, 
for  the  provision  of  ships,  and  under  similar  circumstances, 
the  Witan,  from  991  to  1051,  granted  Danegeld— a direct  tax 
on  land  to  the  Crown. 

From  these  extraordinary  grants  sprang  English  political 
liberty,  since  the  Witan  maintained  that  all  revenue  enjoyed 
by  the  King  over  and  above  the  ordinary  income  of  the  Crown 
must  be  granted  by  them,  the  political  ancestors  of  the  British 

Parliament.  . n j j j 

Under  the  Normans,  personal  services  were  demanded,  and 

a land-tax  levied  on  the  hide  (about  100  acres).  These 
developed,  under  the  Plantagenets,  into  a money-payment 
(scutage)  in  lieu  of  military  service,  and  a land-tax  on  the 
carucate  (a  season’s  ploughing  of  the  caruca,  a team  of  eight 
oxen).  Scutage  and  carucage  were  replaced  by  the  tallage, 
a tax  on  rents  and  effects.  Edward  I.  having  levied  tallage 
without  authority,  the  statute  “ De  tallagio  no7i  cojicedendo, 
in  1297,  expressly  made  the  consent  of  all  freemen  necessary 

to  the  legality  of  the  tax.  . , . ,,  tt-  , 

The  tallage  was  levied  as  a fraction  (varying  with  the  King  s 

requirements)  of  moveable  property.  This  led  to  disputes  as 
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to  the  basis  of  assessment  of  such  jiroperty,  which  were 
settled  m 1334  by  an  agreement  that  a tenth  on  tenants  of 
the  demesne,  and  a fifteenth  on  others,  should  mean  a definite 
fixed  sum— £39,000  in  all.  Thus  a tenth  and  a fifteenth  or 
so  many  tenths  and  fifteenths,  meant  a tax  of  a definite 
amount  on  each  locality.  Some  localities  decayed,  and  were 
excused  payment ; in  the  others  it  was  easier  to  assess  each 
man’s  contribution  by  reference  to  his  land  than  by  reference 
to  his  moveable  property.  Thus  tenths  and  fifteenths  gradu- 
ally became  a tax  on  real  property,  and  reduced  in  amount. 

^ In  13//  a poll-tax  of  4d.  (“the  tallage  of  groats”)  was 
imposed.  Poll-taxes  have  been  disused  .since  1G98. 

During  the  first  half  of  the  15th  century  there  was  a 
graduated  income-tax,  which,  in  the  followiim  century  was 
elaborated  into  the  Tudor  Subsidy.  The  full  subsidy’  ulti 
mately  became  2/8  in  the  £ on  moveables,  and  4/-  in  the 

£ on  profit  of  land,  only  the  one  or  the  other  to  be  charc^ed 
on  any  person,  not  both.  ^ 

The  fifteenth  and  tenth  and  the  subsidy  gave  way  under 
the  Commonwealth,  to  monthly  assessments  of  a fixed  sum 
on  each  locality,  and  this,  after  the  Kevolution,  was  replaced 
by  the  modern  land-tax,  which  was  imposed,  at  4/-  in  the  £,  in 
1692.  The  last  of  the  oppressive  burdens  on  land,  introduced 
by  the  feudal  system,  and  now  obsolete,  were  abolished  at  the 
Restoration,  and,  in  exchange,  £100,000  a year  granted  to 
the  Crown.  The  landed  influence,  however,  succeeded  in 
placing  this  burden,  not  on  the  land  which  was  relieved  from 
.ts  feudal  obhgations,_  but  on  the  excise.  The  land-tax  varied 
n amount;  in  1732  it  was  as  low  as  1/-  in  the  £,  Since 
1/98,  landowners  have  been  permitted  to  redeem  the  land-tax 
jy  making  a capital  payment. 

To  return  from  the  land-tax,  we  find  that  Edward  IV.  exacted 
‘benevolences”  from  wealthy  persons.  The  practice  was 
damned  and  annulled  for  ever”  in  the  first  year  of 
Aichard  III.,  but  was  nevertheless  revived  by  the  Tudors 
,.ts  final  suppression  by  the  Petition  of  Eight,  in  1628,  led  to 

1 he  financial  distress  which  gave  rise  to  the  demand  of  shin- 
inoney,  1634.  ^ 

The  origin  of  the  Customs  is  unknown.  They  were  duties 
jtaid  to  the  Crown  on  imports  and  exports  by  merchants,  who 
£ t first  were  usually  foreigners,  for  privileges  and  protection 
Magna  Carta  condemns  mala  tolta,"  unjust  tolls  but 
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reserves “ rectas  et  antiquas  comuetudinea."  The  term  “ancient  ” 
or  “ great  ” customs  is  applied  to  the  rates  of  1275,  the  “ new  ” 
or  “ small  ” customs  were  paid  under  agreement  made  by 
foreign  merchants  with  Edward  I.,  in  1302.  In  the  following 
year  an  unsuccessful  attempt  was  made  to  extend  these 
customs  to  native  merchants. 

Pym  has  been  called  the  “ father  of  the  excise,”  a system 
of  taxes  on  commodities  of  home  production,  introduced  under 
the  Commonwealth  and  at  the  sword’s  point,  for  such  taxes 
were  regarded  by  Englishmen  as  a badge  of  slavery. 

Important  fiscal  changes  took  place  at  the  Revolution.  The 
revenues  of  the  State  now  became  recognised  as  those  of  the 
Government,  no  longer  of  the  King.  The  Commons  required 
estimates  of  proposed  expenditure  to  be  laid  before  them,  and 
“ appropriated  ” their  grants  to  specific  purposes.  Under  the 
Stuarts,  the  debts  of  the  Crown  were  secured  on  revenues 
which  were  under  the  sole  control  of  the  Crown  during  the 
King’s  life  ; under  William  III.  the  national  debt  was  secured 
on  moneys  which  were  under  the  control  of  Parliament. 
Charles  Montague,  William’s  great  finance  minister,  supported 
the  Bank  of  England  project,  invented  Exchequer  bills, 
reformed  the  currency,  and  invented  fresh  taxes  (stamp  duties 
were  first  imposed  in  this  reign).  It  was  said  of  him  “ he 
has  never  wanted  and  never  will  want  an  expedient.”  He  is 
regarded  as  the  father  of  modern  finance,  and  the  first  of  the 
five  great  British  financiers  (Montague,  Walpole,  Pitt,  Peel, 
Gladstone). 

Sir  Robert  Walpole  “ found  our  tariff  the  worst  in  the 
world,  and  left  it  the  best.”  He  encouraged  shipping  by 
repealing  duties  on  American  timber  and  hemp  ; gave  draw- 
back (a  return  of  duty  paid  on  import)  on  exported  silk  ; 
reduced  duties  on  spices,  &c.  ; repealed  such  export  duties  on 
British  manufactures  as  still  remained  ; and  introduced  the 
warehousing  .system,  of  allowing  imported  dutiable  goods  to 
be  warehoused,  and  pay  no  duty  until  withdrawn  for  home 
consumption.  By  this  latter  invention,  goods  imported  for 
re-exportation  pay  no  duty  at  all,  while  those  imported  for 
home  consumption  do  not  pay  duty  until  the  latest  possible 
moment.  Wines,  ^'.g.,  sometimes  lie  for  years  “ in  bond,” 
and  their  consumers  are  spared  the  addiBonal  cost  which 
would  be  occasioned  if  import  duty  had  to  be  paid  at  the 
commencement,  instead  of  the  end,  of  the  time.  During  this 
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period  the  term  “ subsidy  ” was  used  for  an  addition  of  5 p.c. 

to  the  Customs.  Thus  the  “ fifth  subsidy,”  about  the  middle 

ot  the  18th  century,  raised  the  customs  from  about  20  to 
about  25  p.c. 

. taxation  of  the  American  colonies  was  due  to 

inability  to  devise  fresh  taxation  at  home.  Taxation  of 

colonies  was  no  new  thing,  however,  and  some  such  taxes 
were  not  abolished  until  1846. 

Pitt’s  finance  was  less  successful  during,  than  it  had  been 
before,  the  great  war.  After  the  peace  of  1815,  Parliament 
reduced  the  revenue  by  remitting  unpopular  taxation,  yet  did 
nothing  to  liberate  trade  from  its  fetters  and  so  promote  its 
activity.  In  1822  a reduction  in  the  rate  of  taxation  on 
certain  articles,  notably  silk,  was  found  to  stimulate  trade 
and  proved  that  a reduction  of  duties,  by  increasing  con- 
sumption and  diminishing  smuggling,  not  infrequently  leads 
to  an  augmented  revenue.  The  principle  of  Free  Trade  was 
thus  recognised,  but  not  carried  far  at  tiiat  time. 

. 21-m  the  £,  on  Great  Britain,  had  been 

imposed  by  Pitt,  in  1798  as  a war  measure,  and  ceased  with  the 
^ ar.  In  1842,  Sir  Robert  Peel,  finding  that  taxes  on  commodi- 
ties were  inadequate  for  the  necessities  of  the  government 
and  yet  could  not  be  increased,  revived  the  Income  Tax,  and' 
reduced  indirect  taxation.  In  1845  he  carried  his  reform 
further  by  abolishing  all  export  duties,  and  more  than 
half  the  remaining  import  duties.  In  1846  the  protective 
corn  duty  was  removed,  and  Free  Trade  expressly  adopted. 
Mr.  Gladstones  budgets  of  1853  and  1860  completed  the 
cbange.  The  old  and  the  new  systems  may  be  thus  compared  : 
Under  the  former,  taxation  was  avowedly  imposed  for 
purposes,  not  of  revenue,  but  of  protection  ; it  was  distributed 
over  every  possible  object,  and  collected  in  every  stao-e  of 
manufacture.  Under  the  latter,  it  is  uniformly  resorted  to 
tor  revenue  alone  ; it  is  confined  to  the  fewest  possible  articles, 
ind  collected  on  the  finished  commodity,  and  not  on  the  raw 
material.  Under  the  former,  the  direct  r.axation  of  property 
ind  income  was  as  far  as  possible  avoide.l ; under  the  latter 
t has  become  the  leading  feature  of  every  Budget.  Under 
e former,  commodities  in  general  use — like  soap,  candles, 
leather,  glass,  bricks,  and  paper  — were  heavily  taxed  ; under 
ihe  latter  they  have  been  entirely  free.  Under  the  former  a 
] lound  of  tea  paid  a duty  almost  as  heavy  as  a gallon  of  whiskey. 
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Under  the  latter  the  tax  on  spirits  is  more  than  twenty  times 
as  heavy  as  the  tax  on  tea  ; and  it  has  become  almost  an 
axiom  of  financiers  to  except  alcoholic  drinks  from  the  general 
rule,  and  to  raise  from  them  the  maximum  revenue,  which 
they  are  capable  of  producing. 

“ The  result  of  these  reforms  has  been  very  striking.  When 
Sir  Robert  Peel  commenced  his  revision  of  the  tariff  in  1842 
some  1,200  different  articles  were  enumerated  on  the  list,  and 
the  customs  revenue  produced  some  £22,500,000  a year. 
The  customs  revenue  is  now  practically  derived  from  five 
articles,  and  its  yield  still  amounts  to  about  £20,000,000.  In 
1842  the  whole  of  the  revenue  amounted  to  only  £48,000,000  ; 
of  recent  years  it  has  occasionally  exceeded  £90,000,000  ” 
{Edinbur<ih  Eeview,  July,  1888). 

The  same  difficulties  which  in  bygone  times  threw  the 
tallage,  the  subsidy,  and  the  assessment  upon  land,  have  in 
recent  times  thrown  local  taxation  on  land.  The  difficulty 
has  been  met  by  subsidies  to  local  authorities  out  of  Imperial 
revenue,  and  more  recently  by  surrendering  certain  Imperial 
taxes  to  local  authorities. 

5. — Canons  of  Taxation. — The  fundamental  prin- 
ciples of  taxation  are  best  expressed  in  the  following  foui* 
“ classical  ” maxims  of  Adam  Smith  : — 

“1.  The  subjects  of  every  State  ought  to  contribute  to 
the  support  of  the  government,  as  nearly  as  possible,  in  pro- 
portion to  their  respective  abilities  : that  is,  in  proportion  to 
the  revenue  which  they  respectively  enjoy  under  the  protection 
of  the  State.  In  the  observation  or  neglect  of  this  maxim 
consists  what  is  called  the  equality  or  inequality  of  taxation. 

“ 2.  The  tax  which  each  individual  is  bound  to  pay  ought 
to  be  certain  and  not  arbitrary.  The  time  of  payment,  the 
manner  of  payment,  the  quantity  to  be  paid,  ought  all  to  be 
clear  and  plain  to  the  contributor,  and  to  every  other  person. 
Where  it  is  otherwise,  every  person  subject  to  the  tax  is  put 
more  or  less  in  the  power  of  the  tax-gatherer,  who  can  either 
aggravate  the  tax  upon  any  obnoxious  contributor,  or  extort 
by  the  terror  of  such  aggravation  some  present  or  perquisite 
to  himself.  The  uncertainty  of  taxation  encourages  the 
insolence  and  favours  the  corruption  of  an  order  of  men  who 
are  naturally  unpopular,  even  when  they  are  neither  insolent 
nor  corrupt.  The  certainty  of  what  each  individual  ought  to 
pay  is,  in  taxation,  a matter  of  so  great  importance,  that  a 
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ve^y  considerable  degree  of  inequality,  it  appears,  I believe. 
In  111  the  experience  of  all  nations,  is  not  near  so  great  an 
ev  1 as  a very  small  degree  of  uncertainty. 

3.  Every  tax  ought  to  be  levied  at  the  time,  or  in  the 
m.  tnner,  in  which  it  is  most  likely  to  be  convenient  for  the 
contributor  to  pay  it.  A tax  upon  the  rent  of  land  or  of 
hoases,  payable  at  the  same  term  at  which  such  rents  are 
us  lally  paid,  is  levied  at  a time  when  it  is  most  likely  to  be 
coiiyenient  for  the  contributor  to  pay;  or  when  he  is  most 
lik3ly  tohave  wherewithal  to  pay.  Taxes  upon  such  con- 
sumable goods  as  are  articles  of  luxury  are  all  finally  paid 
by  the  consiniier,  and  generally  in  a manner  that  is  very  con- 
venient to  him.  He  pays  them  by  little  and  little,  as  he  has 
occasion  to  buy  the  goods.  As  he  is  at  liberty,  too,  either  to 
buy  or  not  to  buy,  as  he  pleases,  it  must  be  his  own  fault  if 
he^  e\  er  sufiers  any  considerable  inconvenience  from  such  taxes. 

“ 4.  Every  tax  ought  to  be  so  contrived  as  both  to  take  out 
anc  to  keep  out  of  the  pockets  of  the  people  as  little  as  possible 

State^”^^  brings  into  the  public  treasury  of  the 

This  is  called  econonu/  in  taxation. 

Differences  of  opinion  occur  as  to  what 
con  ititutes  equality  of  taxation.  Adam  Smith  considered  that 
eqinihty  consisted  in  proportioning  taxation  to  income. 
J.  y>.  Mill  said  that  “ equality  of  taxation,  as  a maxim  of 
politics,  means  equality  of  sacrifice.”  There  is  a greater 
saciihce  involved  m giving  up  a quarter  of  an  annual  income 
of  4 100  than  in  giving  up  a quarter  of  an  annual  income  of 
£1,000,  Fawcett  said  that  any  particular  tax  must  fall 
untbirly  on  some  persons.  The  aim,  therefore,  of  the  le^^is- 
lator  should  be  to  compensate  such  inequalities  as  well  as^’he 
can  English  taxes  on  commodities  fall  with  undue  weight 
on  the  poor  ; the  Income  Tax  falls  with  undue  weight  on  the 
rich,  and  thus  some  sort  of  compensation  is  effected. 

Certainty. — Taxes  on  commodities  must  either  be 
ad  I doreni  (proportioned  to  value)  or  specific  (proportioned  to 
quantity).  There  is  some  uncertainty  attached  to  either  kind. 
The  specific  tax  takes  no  account  of  quality,  and  its  burden 
will  vary  if  the  value  of  the  commodity  should  vary.  Ad 
valorem  duties  are  objected  to  because — 

(1 )  It  is  difficult  to  correctly  ascertain  the  value  of  the  goods. 
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(2)  There  is  an  opening  for  fraud. 

(3)  Trade  is  delayed  and  hindered. 

A plan  sometimes  adopted,  where  there  are  ad  valoiem 
duties,  is  to  accept  the  importer’s  assessment  of  value,  the 
Government  reserving  the  right  to  buy  at  5 p.c.  below  such 
declared  value.  No  ad  valorem  duties  are  imposed  by  the 
present  English  system.  In  Eastern  countries  the  amount 
of  the  tax  is  not  infrequently  left  to  be  determined  by  the 

collector. 

Con v©ni©ncG.—  **  Bonded  warehouses  were  intro- 
duced by  Sir  Robert  Walpole,  at  the  suggestion  of  Adam 
Smith,  but  they  w^ere  not  established  on  a sufficiently  wide 

basis  until  1848.  u t 

The  principle  is  to  tax  goods  as  shortly  as  possible  before 

they  are  consumed.  If  the  producer  has  to  pay  the  tax  before- 
hand, the  price  to  the  consumer  must  be  increased,  not  only 

by  the  tax,  but  also  by  the  interest  on  it.  ... 

The  effect  of  the  payment  of  taxes  upon  the  banking  system 
of  the  country  has  to  be  considered.  It  may  not  be  expedient 
to  make  a large  number  of  taxes  payable  at  the  same  time. 
Taxes  on  commodities  may  be  raised  by  licence  ; the  objection 
to  the  method  is  the  lump  payment  ; in  its  favour  is  economy 
in  collection.  A licence  for  drinking  tea  has  been  employed 
in  Holland.  Part  of  the  English  taxation  on  the  use  of 
intoxicants  is  in  the  form  of  licences  for  premises  where  such 

articles  are  sold. 

9.— Economy.— The  maxim  of  economymaybe  infringed 

in  several  ways : — • i.  u 

(1)  The  collection  of  the  tax  may  require  a great  number 

of  officers  and  expensive  machinery.  . , 

About  the  end  of  the  16th  century,  in  France,  out  of  loO 
million  livres  paid  by  the  people,  only  30  millions  reached  the 
Treasury,  the  rest  being  absorbed  by  the  farmers  of  the 
revenue.  At  the  time  of  the  French  Revolution  the  cost  of 
collection  was  lOf  p.c.,  and  a quarter  of  a million  persons 
w'ere  employed  in  the  service. 

In  the  United  States,  during  the  Civil  War,  some  taxes 
cost  50  p.c.  to  collect.  The  same  figure  has  been  gi\en  in 

recent  vears  as  the  cost  in  Turkey. 

The” English  Revenue  costs  about  4 p.c.  for  collection. 

Income  Tax  costs  l^p.c.  ; the  Customs  about  6 p.c.,  wUich 
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me  hides  the  expense  of  the  Coastguard,  about  2 p c Stamn 
-les  may  be  collected  at  an  expense  of  less  than^  1 p c ^ 

wiih  tra(S^^Th?r^*  commodities  interfere 

fj  u f ’ 1 ^ amount  of  the  tax  has  to  be  advanced 

Z consler  thols 

mt  ,aded  to  ultimately  pay  the  tax,  and  he  therefore  has  to 
pa}  interest  on  that  amount.  On  the  other  hantl  x u 

thu'  by  getting  the  amount  of  the  tax  earlier 

£e  r e“of  s";*:  "’f  -L  InteS 

proit-say  10  p.;.'  consumer  has  to  pay  interest  and 

of  t ?e  fsTl”” Ireland,  at  the  end 

fron  8 10^1^0  “‘‘action  of  Customs  and  Excise  cost 

■ \ The  i!  ^ of  S'lmggling. 

vev  ion  unnecessary  trouUe 

vexotion,  and  oppression  at  the  hands  of  the  tax  Gatherer’ 

.oiKrt^  utu 


Indirect  Taxation.— ‘ A direct 
tax  s one  which  IS  demanded  from  the  very  persons  Zn  it 

IS  intended  or  desired  should  mv  ,’f  it 

oSi  “SbaiS  i,"°" ,“  *f.  “•'  •■■">“ 

positive  advantage  of  indirect  fa voHnn  fLof  ^ 

knowledge.  nairect  taxation  that  it  obscures  such 


3«e“;on:]n1J:ror7ott"LL‘^ 

of  tehtion  or  ‘ repercussion”  as  it  is  called, 


of  taxation. 

Tht  taxation  of  a commodity  increases  its  expense  of  urn 

nrif^^^’if  to  raise  its  price.  The  risin-i  of 

price  will  dimmish  demand.  The  effect  of  the  diminution  of 


i; 
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demand  will  depend  on  the  conditions  under  which  the  com- 
modity is  produced— whether  of  constant,  diminishing,  o 

incieasmg^e  follows  the  law  of  constant  ^’^turn, 

supply  will  accommodate  itself  to  demand,  and  price  will  be 

raised  by  the  amount  of  the  tax.  . . , . r 

(21  If  the  commodity  follows  the  law  of  diminishing  return, 

the  diminished  demand  can  be  satisfied  at  a reduced  «'P™se 
of  production  (exclusive  of  the  tax).  Price,  therefore,  «ill 

not  rise  to  the  full  extent  of  the  tax.  • ..rial 

If  an  export  duty  were  imposed  on  coal,  the  price  of  coal 

in  this  country  would  probably  fall.  . 

(3)  If  the  commodity  follows  the  law  of  increasing  return, 

the  diminished  demand  will  require  an  increased  expense  of 
production  (exclusive  of  the  tax).  Here,  therefore,  price  will 

rise  by  more  than  the  amount  of  the  tax. 

^Yhen  cards  were  taxed  2/-  a pack,  a pack  sold  for  5/-. 
When  taxed  at  1/-,  it  sold  for  2/6.  (The  fact  that  price  and 
tax  fell  in  the  same  ratio,  viz.,  to  is  merely  a comcidence. 
The  point  of  the  illustration  is  that  the  pack, 
was  sold  for  1/6  under  the  lower  tax,  for  3/-  under  the  higher). 

When  salt  was  taxed  30/-  per  cwt.,  a cwt.  sold  for  40/-. 
When  the  duty  was  abolished,  a cwt.  could  be  had  for  3/6. 

We  assume,  as  usual,  that  there  is  perfect  competition  and 
we  neglect  transient  consequences.  E.;/.,  if  a tax  on  tea  is 
suddenly  removed,  merchants  who  hold  stocks  will  i^ot  be 
able  to  recoup  themselves  entirely  for  their  payment  of  the 
tax,  inasmuch  as  new  importations  will  be  made  of  untaxe 
tea,  and  the  old  stocks  will  have  to  be  sold  at  the  same  prices 

as  the  new. 

12.— Elasticity.— When  an  increase  in  the  rate  of  a tax 
produces  an  increase  in  its  yield,  the  tax  is  said  to  be  “ elastic. 

There  are  limits  to  the  elasticity  of  every  tax  ; m every  case 
there  is  a point  such  that  if  the  rate  be  raised  beyond  it,  the 

yield  will  not  increase.  ,. 

fl)  The  higher  the  rate,  in  the  case  of  taxes  on  commoili- 

ties,  the  greater  the  profit  of  smuggling.  This  was  one  of  the 
great  obstacles  to  the  success  of  the  Mercantile  System. 
Smuggling  was  not  condemned  by  public  opinion,  and  was 
covertly  engaged  in  as  a regular  business  by  men  of  high 
social  standing.  In  the  United  States,  in  recent  times,  high 
import  duties  have  been  supported  by  public  opinion. 
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fS)  gives  rise  to  evasion  and  bad  faith 

<imili?hesthelmLdTrT  The‘’v'Td  the  article,  and 
loss  at  a higher  rate  than  if  tt'  ^ therefore,  be 

reducing  the  ^ conversely, 

e thaustion  of  the  elasticity  y,  ’ts  yield.  It  was  the 

t'  1 the  Income  tax  of  1842  Inr^he®"  f that  led 
free  Trade.  ’ ^ subsequent  adoption  of 

°n  tea  was  reduced  from  4/-  to  2/  non  u, 

J- QG  tax  had  viGldsd  £17^  nnn  ^ i ^ ^1  pGr  lb. 

fi.’e  years  befUX  e W . ™ the  average  of 
alterwards,  it  yielded  £318,000  s,vorage  of  five  years 

revtuefemItSys'p'i."'"  '''  P'"’ 

per^aJnumTiirtg  1,'aSf  "he"  islrcentnr 

ra  3.,.  but  the  yield  diminished.  Th:trLs"s';^bs:;tn";?; 

propo^iio^to  iico^r^IiT^i'-J'^’^  levied  in 

CO  lected,  its  yield  is  easily  ealcn?  l"Pr  **'  cheaply 

ha  f for  every^eniyy  Tthe  £1  i n “d^^  a 

wi  hout  distu^rb'ance'to  OnS  othePtant 

to  be  “ as  unjust  in  practicp  otoer  band,  it  is  said 

pn  ctical  difficulty  of^ collection  stands  inihr 

assessment  must  be  left  to  fL  n ’ ^ cases,  either  its 
adi  linistratir.  msVl«  inm&  the  tax-payer,  or  its 
of  : ncome  from  foreign  nvlof  ? ' ^0  “Hhons 

In  applyinTthe  mSinrof ecem  to  escape  the  tax. 
are  two  points  to  notice—  1 “the  income  tax,  there 
{ 1)  The  amount, 

( -i)  The  source,  of  the  income. 

den  L!din™hfsametonor1fo^f'^""^f“  1“ 

As  to  source  : incoinrdevted  tZ 

nianent,  and  often  are  likely  o increase  fronrc?'M 
permanent,  thoimh  likelv  fn  i V ’ ^ capital  are 

may  he  regarded  Ss  oomt^-at  17  ’m"'?' 

goodwill;  but  incomes  derived  i ’J  ^^spect  of 

m imsiness,  arts,  or  nrofessinn<^  efforts,  whether 

argied  that  there  is  no  injustice’ 

oo  injustice  in  taxing  permanent  and 


i 

*9 

I 

I SOCIAL  AND  POLITICAL  QUESTIONS— TAXATION.  189 

temporary  incomes  alike,  since  the  permanent  income  bears 
the  tax  in  perpetuity,  the  temporary  income  only  while  it  is 
in  fact  enjoyed.  Mill  proposed  to  exempt  i of  a terminable 
•:i  income  from  taxation.  The  principle  of  equality  seems  to 

^1)  Exemption  from  taxation  of  the  cost  of  subsistence, 
and  the  deduction  of  an  equivalent  amount  from  every  larger 

income  before  taxing  the  remainder. 

I (2)  A differential  rate  varying  according  to  the  source  ot 

the  income.  . . .u 

(3)  A progressive  rate  varying  according  to  the  amount  oi 

i the  income.  , . . v ^ i i -^u 

The  adoption  of  such  graduation  is,  however,  attended  with 

grave  political  dangers.  The  most  numerous  voters  are 

I'  necessarily  the  poorest,  and  there  is  great  risk  of  injustice. 

' In  the  English  system,  no  difference  of  treatment  has  been 

; accorded  to  incomes  arising  from  different  sources,  but  the  tax 

is  graduated  according  to  amount  of  income. 

From  1853  to  1861,  incomes  under  £100  were  exempt ; 
incomes  from  £100  to  £150  paid  rates  varying  at  different 
times  from  5d.  to  ll^d.  in  the  £,  while  incomes  oyer  £150 
paid  rates  varying  at  different  times  from  7d.  to  1/1  (during 

* Crimean  War)  in  the  £. 

Since  1861  a similar  aim  has  been  pursued  by  exempting 


incomes  under  a certain  amount  (£160  at  present),  and  making 
a deduction  (which  has  varied  from  £60  to  £160,  the  present 
figure)  from  incomes  not  exceeding  an  amount  which  has 

varied  from  £200  to  £400,  the  present  figure. 

Mill  proposed  to  deduct  £60  from  ail  incomes  before  taxing, 

without  other  abatement. 

14 Present  System  of  English  Taxation.— 

In  round  numbers,  the  national  income  of  119  millions  in 
1898-9  was  derived  as  to  29  millions  from  the  Excise  (chiefly 
on  Spirits  and  Beer)  ; as  to  21  millions  from  Customs  (Spirits 
4 mFllions,  Tobacco  11  millions,  Mine  1^  mfflions.  Tea 
4 millions.  Beer,  Chicory,  Cocoa,  Coffee,  and  Dried  bruits) ; 
as  to  13  millions  from  Income  Tax  ; as  to  5 millions  Property 
Taxes  ; as  to  11  millions  from  Death  Duties  ; as  to  16  millions 
from  Posts  and  Telegraphs  ; as  to  7J  millions  from  Stamps 
(chiefly  imposed  on  documents  used  in  business). 

Land  Tax  yielded  £800,000  ; Crown  Lands  (net)  £430,000. 
Posts  and  Telegraphs  cost  11  millions. 
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locJtLaLnacZnir™  “> 

usufil7n°rb;'me“T/ wT  -‘“"'‘I,  is  now 

wfl*  hi  Af  - I ?•  expenses  of  the 

islrpahrSio 

£e.||c  Z.1J 

equ  valfni  I ’ Zr.^ZZl’  “ 

coulJ  happen  to  them  if  the  a.nou.rt  ol  the 7oan'  wl  S 
at  oice  by  taxation,  whereas  in  this  case  there  wnnU  hf  ^ 
end  of  the  matter,  while  in  the  former  there  is  7hl  lt  ^ ""'I 

mte  -est  and  capital  still  remaining.  ^ 

S nee  the  abandonment  of  the  wage  fund  theory  md 

greai  increase  in  disposable  capital,  tL  found^^^^^^^ 

Dr.  .halmers  s argument  has  vanished.  ^ 

U.pital  IS  now  so  abundant  that  the  absorption  of  nart  nf 
ifc  by  a national  loan  of  comparatively  moderate  mmnnf  • ^ 
diets  no  appreciable  injury  on  trade  THp  -op 
in  w,,c  are  fneurred  for\h"e  bLefit  of  posterif;  a/ 7e7at1 

hel/;'r“;  “-“f  posterity  sh7ld 

of '^7pita/  whtrtm  7'naturaliy  tco7rf 

prog;-  (xxi„  ,),  make  the  burden  aTaSa? de^rgrZ 

past  uL^cormageThradvat^^^^^  C Cr“t 

the  credit  of  the  Exchequer,  and  Lomlon  bants  7nT  7“ 

PS  PSTi  frrv'ii 

From  that  tune  the  Bankers’  Debt  was  ignor'd  ™til  17of ' 
when  t TOs  recognised  as  part  of  the  mationa  debt  1.7; 
only  half  Its  capital  value  and  with  forfeiture  of  tears  ll 
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interest.  The  first  regular  loan  to  William  III.  was  that  of 
1694  (xv.,  6).  At  the  accession  of  Anne  the  national  debt 
stood  at  13  millions  ; at  that  of  George  III.  it  amounted  to 
over  100  millions.  The  American  War  largely  increased  it, 
and  the  French  War  still  more,  and  it  touched  its  highest 
point,  900  millions,  in  1816-  Since  then  it  has  been  reduced, 
and  now  stands  at  about  600  millions.  Mr.  Goschen’s 
National  Debt  (Conversion)  Act,  1888,  provided  for  a reduc- 
tion of  interest  from  3 p.c.  to  2|,  and  ultimately  to  2^  (xvi.,  6), 
an  operation  which  effected  a saving  to  the  country  of 
J£l,400,000  a year  from  1889  to  1903,  and  after  that  of 
^2, 800,000  a year.  , 

The  debt  is  being  steadily  reduced  by  means  of  Terminable 
Annuities.  The  Treasury  is  empowered  to  grant  a temporary 
Annuity  in  exchange  for  stock  {i.e.,  a permanent  annuity). 

Thus  Alpha  transfers  to  the  Treasury  £1,000  of  2f  p.c.  stock  ■ 

on  which  he  is  receiving  £27  10s.  Od.  a year ; the  Treasury 
in  return  undertakes  to  pay  Alpha  £55  a year  for  about  20 
years.  The  Treasury  cancels  the  £1,000  stock  and  thus  i 

reduces  Consols  by  that  amount,  but  during  20  years  it  has 
to  make  larger  annual  payments  than  if  it  had  not  effected  ! 

the  transaction.  At  the  end  of  the  20  years  the  redemption  j 

of  the  £1000  Consols  has  been  effected,  and  the  annual  ! 

amount  of  the  terminable  annuity  is  available  for  other  ! 

purposes.  ! 

Every  year  a fixed  sum  (at  present  23  millions)  is  set  apart 
for  the  service  of  the  Debt.  Part  goes  in  payment  of  ordinary 
dividends  on  Consols,  part  in  payment  of  terminable  annui- 
ties, the  balance  is  called  the  New  Sinking  Fund,  and  is  also 
devoted  to  diminishing  the  capital  debt. 

17. — Local  Taxation.— Beside  the  taxation  imposed 
by  the  central  government,  vast  sums  are  raised  by  local 
governing  bodies.  In  the  year  1896-7,  in  England,  the 
income  of  such  bodies  (excluding  loans,  contributions  from 
imperial  taxation,  and  revenue  from  property  and  businesses, 
such  as  gas  and  water-works)  was  nearly  44  millions. 

Loans  are  also  contracted  by  these  bodies,  and  amounted  in 
the  year  1896-7  to  250  millions,  having  increased  from  186 
millions  in  1886-7,  and  106  millions  in  1876-7.  All  local 
loans  are  subject  to  repayment  at  a fixed  period  ; about  f of 
their  amount  is  remunerative,  being  sunk  in  gas  and  water 
works,  &c. 
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(2i  tapose\“hrs:?a1 ” = 

(«)  On  houses  to  be  paid  by  the  occupiers ; 

(*)  On  ground  rents,  to  be  paid  by  the  landlord  This 

r men’t^TlT^f “ unearned  fn! 

that  can  bt  d“  iTedf  Zc:  ZZcuZ:' 
accommodation  is  a fair  test  of  g“taT  exn™ 
and  expenditure,  rather  than  pfopertv  is^  the  ’ 

basts  of  taxation.  But  in  this  case  as  n ^L  t 

uxurtes,  it  would  be  possible  to  evade  taxation  bv 
in'^^Fn beneath  one’s  station.  And  houses 

peimitted  to  enjoy  the  nronprfv  nf  o / ^ shall  be 

eut  gestion  has  leL  ado^pte'd  ilf  the  FinanTe  let ' 1804 

owner’s  death,  and  the  rate  rs  ^dSd  Tto  8 '’n  c 
estate  worth  £1,000,000  or  more.  Furthir  I)ea^th*^nmr“  ““ 
charged,  varying  with  the  relationshin  of  the  ^ 
the  deceased : they  rise  to  10  n c who  the  benehciary  to 

nor  -relatives  succeed  o'’ 

{ -TOjX  OStGntSjtion*  Tbis  will  nrnlinKl\7  ;i 

I , is  thought  that  the  basis  o oSrtaVati  •’’‘'r'’""" 
and  additional  subjects  have  bLn  nronosed 
mer  ts,  matches,  photographs,  sr^ar 

QUESTIONS  AND  NOTES. 

1.  For  a full  discussion  of  the  suhipf'fs  nf  u x 

Prm  iples  ofPoUtkal  Econo, m,.  Book  V Spec  1 Iv 

infor  nation  up-to-date  see  the  pnvronf  chapters  2 to  7,  and  for 

or  Eazell’s  A^ual  artSle^  of  Whitaker’s  Almanac 

“National  Debt,”  “Income  Tax  Kates  ”&c  Expenditure,” 

luxuiies?  ^ England  on  necessaries  and  on 

ime"  '’f.  ^axt  "a^^t^ne'd^^^ThSe*!™  ^ 

>rope  -ty,  and  indirect  ■■  as  those  imposed  on  eor^life. '"nileigh 
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in  his  Elementary  Politics  defines  “ luxury  ” as  “ pleasures  which  do  not 
refine,  but  enervate  and  degrade,  those  who  enjoy  them.”  This  would 
bring  all  intoxicants  into  the  class  of  luxuries.  Condillac’s  definition 
(viii.,  Notes  1)  would  exclude  beer,  at  any  rate,  from  luxuries. 

3.  What  is  “ direct  ” taxation,  and  what  are  the  arguments  for  and 

against  it  ? Do  you  regard  the  conscription  in  France,  Germany,  and 
other  countries  as  a form  of  direct  taxation  ? Give  reasons  for  your 
answer.  {Cert.) 

4.  Write  notes  of  a lesson  on  the  national  debt,  under  the  heads  of 

origin  and  history,  amount  and  annual  charge,  means  employed  for 
reducing  it,  use  as  a safe  form  of  investment.  {Cert.) 

5.  What  are  the  arguments  for  and  against  a graduated  system  of 

direct  taxation  ? Show  what  has  been  done  in  the  way  of  graduation  by 
the  Budget  of  the  present  year.  {Cert.) 

6.  State  some  rules  or  canons  of  taxation  with  which  you  are 
acquainted,  and  apply  them  in  commenting  on  (a)  indirect  taxes  on 
necessaries,  {h)  indirect  taxes  on  luxuries,  (c)  the  income  tax.  {Cert.) 

7.  Explain  the  terms  “direct  taxation”;  “indirect  taxation”; 
“ the  ultimate  incidence  of  taxation  ” ; “ progressive  taxation  ” ; “ income 
tax”;  “the  Excise”;  “Customs  Duties”;  “public  debts”;  “local 
indebtedness,”  with  reference  to  the  present  state  of  England.  {Cert.) 

8.  What  do  you  understand  by  the  incidence  of  a tax  ? Trace  the 

incidence  of  the  following  taxes : — {a)  the  tobacco  duty,  {h)  the  death 
duties,  (c)  a tax  on  cycles.  {Cert.) 

9.  How  do  the  poorer  classes  at  present  contribute  to  the  national 

exchequer  ? Do  you  consider  that  the  burden  of  taxation  is,  on  the 
whole,  fairly  distributed?  {Cert.) 

10.  Consider  the  arguments  for  and  against  the  principle  of  graduated 

taxation.  Point  out  some  of  the  practical  difficulties  of  this  kind  of  taxa- 
tion, with  special  reference  to  the  proposal  to  apply  it  to  the  English 
income  tax.  {P  I ■,  Fin.) 

11.  Explain  the  terms  “shifting”  and  “incidence”  in  reference  to 

taxation,  and  state  the  chief  conditions  that  should  betaken  into  account 
in  estimating  the  incidence  of  a given  tax.  {A.S.  of  Taxes.) 

12.  Institute  a comparison  between  direct  and  indirect  taxation  in 

respect  of  the  conformity  of  each  class  to  the  recognised  canons  of  taxa- 
tion. State  shortly  your  own  view  as  to  the  ground  of  distinction 
between  “ direct  ” and  “ indirect  ” taxes.  {A.S.  of  Taxes.) 

13.  What  do  you  understand  by  “ equality  of  taxation  ” ? In  what 
various  ways  have  economic  writers  suggested  that  “ equality  of  taxa- 
tion ” may  be  best  secured,  and  how  far  is  it  possible  in  a practical 
system  of  taxation  to  carry  such  suggestions  into  effect  ? 

{A.S.  of  Taxes.) 


CHAPTER  XXVI. 

FREE  TRADE. 

1. — Gain  from  Foreign  Trade. — The  nature  of  the 
advantages  derived  by  a country  from  foreign  trade  is  shown 
in  chap,  xviii.  It  consists,  in  effect,  in  rendering  the  country’s 
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iadustrymore  productive,  and  is  quite  accurately  expressed 
1-y  saying  that  international  trade  extends  to  thegreate^r  com- 
3 aumty  formed  by  the  inter-trading  states  the  benefits  which, 
vithin  Itself,  any  one  state  derives  from  division  of  labour. 

A country  can  never  be  economically  a loser  by  forei^^n 
trade  It  sometinies  seems  to  be  thought  that  if  a particular 

country  is  ill-suited  for  the  production  of  wealth,  its  inhabi- 

tints  may  make  a decent  living  by  their  own  exertions,  if 
lit  to  themselves,  but  that  if  foreign  trade  is  permitted, 
eign  goods,  made  under  more  favourable  circumstances 
taan  prevail  m the  country  in  question,  will  under-sell  bome- 
- lade  goods,  the  inhabitants  will  fall  out  of  work,  and  the 
country  will  be  impoverished.  Some  such  view  is  implied  in 
r miarks  to  the  effect  that  it  is  useless  to  have  cheap  imported 

Th  f -I  • wherewith  to  buy  them. 

J nat  It  is  fallacious  is  evident  on  considering 

(1)  No  goods  can  be  imported  without  goods  to  an  equal 

vilue  being  exported  (xviii.,  7)  ; ^ 

(2)  A country  exports  goods  which  it  produces  at  a relative 

advantage  and  imports  those  which  it  could  only  produce  at 
a relative  disadvantage  (xviii.,  2).  ^ 

There  may  be  ulterior  effects  which  deserve  consideration. 
The  imports  may  be  articles  of  injurious  indulgence  such  as 
o])ium  or  alcoholic  liquors.  But  considerations  of  this  kind 
b(  long  as  much  to  internal  as  to  foreign  trade. 

Distribution.— Foreign  trade  bein» 
essentially  the  substitution  of  more  for  less  efficient  methods 
01  production,  no  doubt  presses  occasionally  on  particular 
trides.  It  tends  to  prevent  monopoly  in  the  imported  com- 

mpdities.  It  tends  to  bring  all  producers  under  the  bracinc^ 
elects  of  competition  and  bargaining,  and,  therefore,  indn 
viluals  or  classes  may  often  be  injured  by  it  apparently  and 
te  nporarily  rarely  really  or  permanently,  while  the  commu- 
nity as  a whole  is  always  benefited  by  it  economically. 

Where  raw  materials  are  imported,  rents  may  suffer  and 
landowners  will  be  displeased  (xx.,  8).  Since  1877  there  has 
besn  an  actual  fall  m the  total  rental  of  agricultural  land  in 

On  the  other  hand,  if  a foreign  market  is  found  for  raw 
m iterials,  particularly  foodstuffs,  output  may  be  increased 
UE  der  conditions  of  diminishing  return,  and  rents  may  rise. 
Bi  t even  here  there  is  an  economic  gain  on  the  whole,  since 
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the  exports  are  produced  at  a relative  advantage,  9-pd  if  this 
relative  advantage  should  be  lost  by  reason  pf  diminishing 

returns,  the  export  will  cease  of  itself. 

Productive  efficiency  being  increased  on  the  whole,  industry 
has  a greater  aggregate  reward,  which  will  probably  be  dis- 
tributed more  in  proportion  to  relative  importance  of  services 
rendered  than  the  smaller  aggregate  reward  gained  under  a 
less  efficient  organisation. 

g Other  Views. — In  early  times  the  advantages  of 

foreign  trade  were  differently  stated.  Gold  and  silver  were 
rec^arded  as  the  principal,  if  not  the  only  forms  of  wealth,  and 
foreign  trade  was  considered  to  benefit  a country  by  bringing 
in  u^ful  commodities  which  could  not  be  produced  at  home, 

and  especially  the  precious  metals. 

From  the  14th  to  the  17th  centuries  many  measures  were 

adopted  in  England  with  the  object  of  encouraging  the  im- 
portation and  discouraging  the  exportation  of  gold  and  silver. 
At  the  same  time,  and  partly  with  that  object  and  partly  to 
obtain  a revenue  for  the  King,  various  taxes  were  laid  on 
importation  and  exportation  of  other  commodities. 

This  B unionist  or  Balance  of  Bargains  System  was,  soon 
after  the  discovery  of  the  New  World,  replaced  by  the  doctrine 
of  the  balance  of  Trade.  The  direct  attempt  to  bring  in  o^ld 
and  silver  was  abandoned,  and  a more  circuitous  method 
recommended.  It  was  argued  that  if  a country,  on  the  whole, 
exports  a greater  value  of  commodities  than  it  imports,  there 
wdll  result  a balance  of  gold  or  silver  due  to  it  from  other 
countries  ; the  art,  therefore,  of  enriching  a nation  consists 
in  so  regulating  its  trade  as  that  its  exports  shall  be  of  greater 
value  than  its  imports.  Such  a condition  was  called  a 
favourable  balance  of  trade,  wffiile  the  balance  w^as  said  to  be 
against  a country  when  the  value  of  its  imports  exceeded  that 
of  its  exports,  and  an  export  of  gold  or  silver,  therefore, 
became  necessary.  The  principal  devices  adopted^in  pursuance 
of  this  policy  were  Protective  Duties,  Bounties,  Colonial 
Monopolies,  and  Treaties  of  Commerce. 
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4.— Protective  Duties.— The  imposition  of  a duty  on 

the  importation  of  a commodity — 

(1)  Adds  to  the  revenue  of  the  State  ; 

(2)  Tends  to  check  importation.  ^ 

This  latter  effect  was  deemed  desirable  by  the  Mercantilists. 
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Taey  had  not  grasped  the  truth  that  the  importation  of  a com- 
aodity  necessarily  implies  that  the  importing  country  nro- 
diices,  instead  of  that  commodity,  some  other  in  which  it  has 
a relative  advantage.  No  restraint  was  placed  by  the  Mer- 
cantilists on  the  importation  of  such  commodities  as  were 
sLpposed  to  conduce,  by  their  importation,  to  an  export  of 
gr9ater  value,  while,  in  some  cases,  a tax  was  imposed  on 
exportation,  generally  in  the  case  of  raw  materials,  in  order 
to  favour  the  exportation  of  the  same  substance  in  a nianu- 
ta(  tured  form,  and,  therefore,  at  a higher  price. 

5.— A Bounty  is  a payment  made  by  the  Government 
to  an  exporter  or  importer  of  a specified  commodity,  in  pro- 
po  -tion  to  the  quantity  exported  or  imported.  It  has  been 
called  a “ negative  tax,”  since  it  reduces  the  price  of  the  com- 
nxdity,  instead  of  raising  it.  It  tends  to  increase  the  amount 

of  oreign  trade  the  gam  from  which  will  be  divided  according 
to  jonditions  of  demand  (xviii.,  4).  A bounty  on  exportatioii 
gei  erally  benehts  chiefly  the  importing  country,  at  the 
exi  ense  of  the  country  giving  the  bounty.  It  works  counter 
to  ihe  great  principle  of  Free  Trade,  by  inducing  an  export  of 
a commodity  in  the  production  of  which  the  exporting  country 
as  not  a rdative  advan^tage._  It  is  a premium  on  misdirection 
ofiftort.  Countries  which  import  a bounty-fed  commodity 
may  impose  an  iniport  duty  equivalent  to  the  bounty  as  a 
C(  untervailmg  duty,  and  thus  neutralise  the  mischief. 

6 -Colonial  Monopoly.— During  the  17th  and  18th 

cen  lines,  it  was  the  practice  of  those  European  nations  who 

dad  colonies  to  insist  on  a more  or  less  rigid  exclusion  of  all 

fore  pers  from  the  trade  between  a colony  and  the  mother 
country.  inuLuei- 

r Commerce.— During  the  prevalence 

of  the  Mercantile  System  it  was  a prime  object  of  diplomacy 
to  e. iter  into  treaties  by  which  a foreign  nation  bound  itself 
to  admit  commodities  of  the  other  contracting  nation  on 
favo  irable  terms.  The  treaty  usually  assumed  the  form  of 
a ba 'gam,  one  of  the  clauses  often  being  to  the  effect  that 
each  contracting  nation  mutually  would  give  to  the  other  as 
favo  irable  terms  as  it  should  thereafter  grant  to  any  third 
nati(  n.  Such  a clause  is  called  the  “ most  favoured  nation 
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8.— Free  Trade.— In  1776  Adam  Smith’s  Wealth  of 
Natiojia  attacked  the  Mercantile  system  and  its  attempted 
“ protection  ” of  trade.  The  steps  by  which  England  aban- 
doned protective  duties  are  indicated  in  chap.  xxv. 

Since  1846  the  policy  of  England  has  been  to  leave  foreign 
trade  to  follow  its  course,  unhampered  by  state  interference. 
Import  duties  are  imposed  on  a few  articles,  but  solely  for  the 
purpose  of  raising  revenue,  and  with  no  view  to  favouring 
any  class  of  traders.  Many  of  the  taxed  imports  are  such  as 
cannot  be  produced  in  this  country,  and,  as  to  the  others, 
there  is  a “countervailing”  excise  corresponding  to  the 
customs,  so  that  home  producers  are  placed  at  an  equal  dis- 
advantage with  importers.  Our  import  duties  are,  therefore. 
Revenue,  and  not  Protective,  Duties.  Note  that  a Revenue 
duty  is  most  successful  when  it  is  most  productive,  which  will 
be  when  trade  is  most  flourishing,  whereas  a Protective  duty 
is  most  successful  when  it  is  least  productive,  since  its  object 

is  to  discourage  trade. 

Even  Revenue  taxation  of  commodities  is  an  economic 
evil.  It  diminishes  the  enjoyment  which  might  be  derived 
from  the  taxed  article  by  diminishing  its  consumption,  and 
where  it  prevents  exchange  it  prevents  the  creation  of  the 

utility  which  is  the  consequence  of  exchange. 

It  does  not  seem  necessary  to  say  more  in  favour  of  Free 
Trade  than  has  been  already  indicated.  It  stands  on  the 
same  basis  as  internal  trade  ; its  benefits  are  of  the  same 
nature.  It  has,  how'ever,  been  advocated  on  the  following 

grounds ; — 

(1)  Man  has  a “ natural  right  ” to  exchange  his  products. 
Adam  Smith  condemned  restrictions  on  trade  as  being  “ vio- 
lations of  natural  liberty.”  The  notion  of  “ nature,  how- 
ever, is  not  helpful. 

(2)  Actual  loss  and  suffering  have  resulted  from  Protection, 
and  gain  and  prosperity  from  Free  trade.  But  the  causes  of 
national  prosperity  are  so  complex,  that  without  abstract 
reasoning  we  cannot  feel  any  confidence  in  appeals  to 
experience. 

(3)  Protection  is  useful  at  an  early  stage  of  economic 
development,  but  at  a later,  Free  Trade  is  more  desirable. 
No  doubt  Free  Trade  is  the  result  of  economic  progress,  but  it 
may  be  doubted  whether  Protection  was  ever  economically 

beneficial. 
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9.  Protection. — England’s  example  in  adopting  Free 
T -ade  has  been  but  little  followed  by  other  nations.  The 
Biilance  of  Trade  theory  has  been  abandoned,  but  protective 
di  ties  are  still  imposed,  their  object  now  being  no  longer  to 
se  jure  an  influx  of  gold  and  silver,  but  to  prevent  internal  pro- 
dr  cers  being  undersold  by  importers.  The  fallacy  of  this  view 
ha  5 been  pointed  out  above. 

10. — Nursing  Industries.— It  is  so  plain  that  pro- 
tective taxation  must  impoverish  the  nation  imposing  it  that 
me  st  of  the  arguments  in  its  favour  are  non-(3conomic.  Almost 
th(  ()nly  economic  argument  for  it  is  the  assertion  that  in 
cer  tain  cases  an  industry  may  be  really  suitable  for  a country, 
bu  ^ cannot  bo  set  up  in  the  fac6  of  th©  unchGckcd  conipGtition 
of  oreign  countries  where  it  is  well  established.  The  English 
Na  ,'igation  Acts  have  been  cited  as  an  exaniple  of  temporary 
prctective  legislation,  which  enabled  a strong  mercantile 
marine  to  be  formed.  It  must  be  remembered  that  a power- 
ful navy  is  essential  to  the  existence  of  England,  and  that  no 
sac  ifice  ^ould  be  too  great  as  the  price  of  its  creation  and 
ma  ntenance.  In  France,  similar  legislation  has  not  had 
similar  results.  It  is  too  much,  therefore,  to  say  that  the 
pre  lominance  of  English  shipping,  under  present  freedom,  is 
due  to  past  protection. 

T here  are  few,  if  any,  recorded  cases,  in  v/hich  an  industry 
has  been  founded  under  the  shelter  of  protection,  and  has 
afterwards  been  able  to  dispense  with  such  shelter.  On  the 
contrary,  the  tendency  is  for  a protected  trade  to  demand 
stili  further  protection,  while  unprotected  trades,  findinr^ 
themselves  at  a disadvantage,  demand  to  be  protected  also. 

1 ven  if  an  industry  be  built  up  by  means  of  Government 
interference,  it  is  more  probable  than  not  that  the  country 

woi  Id  have  been  better  off  economically  had  trade  been  left 
to  develop  freely. 

1 .—Non  economic  Arguments.— When  it  is  ad- 
luitiGu  that  protection  involves  an  economic  sacrifice,  which 
a C(  untry  is  advised  to  make  on  the  ground  that  national 
well-being  is  pieferable  to  national  Avealth,  the  advocate  of 
protection  has  to  face  a very  great  difficulty.  Economic  loss 
is  a certain  evil ; w’ealth  is  a necessary  condition  of  national 
well  being.  A statesman  is  not  justified  in  diminishing^  his 
com  try’s  productive  efficiency,  except  on  the  most  cogent 
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proof  that  such  diminution  is  either  inevitable  or  certa  nly 
L followed  by  more  than  equivalent  gam  of  some  other  kind. 
We  may  briefly  notice  the  principal  arguments  usually  put 

£ i 

.For  this  purpose,  any  necessary 

restrictions  must  be  submitted  to.  n • i. 

121  The  protection  of  aijriciilture.  It  would  raise  rents,  and 
diminish  the  food-supply,  neither  of  which  results  seem 

of  manufactures.  So  far  as  protection 
in  the  United  States  is  not  dictated  by  mere  prejudice 
and  party-  and  class-interests,  it  seems  based  on  the  motion 
that  freedom  would  give  over  the  country  entirely  to  the 
raising  of  raw  produce,  and  that  this  would  cause  the  people 
to  be  comparatively  uncivilised.  This  is  inconsistent  with 
that  affection  for  “a  bold  peasantry,  their  country  s pride, ^ 
which  sometimes  prompts  a demand  for  protection  to  agri- 
culture. 

12.— Reciprocity.— The  principle  of  the  commercial 
treaty  reappears  in  the  advocacy  of  reciprocity,  or  luur  Tiade, 
i e the  offer  of  Free  Trade  to  Free  Trade  States,  and  Pro- 
tection to  Protectionist  States.  The  suggestion  is  obviously 

based  on  the  assumption  that  protection  is 

vantageous,  and  in  any  case  seems  illogical.  I oi  either  Free 

Trade  is  more  profitable  to  the  country  practising  it  than 

Protection,  or  r/cr  rrr.sa,  and  why  should  England  adopt  m 

any  particular  case  that  policy  which  is  the  less  profitable 

There  are  reasons  for  thinking  that  England  has  beimfited 
relatively  by  the  almost  universal  adoption  of  high  tariffs  by 
other  commercial  nations.  “ Her  trade  is,  indeed,  affected 
by  the  duties  of  other  countries  ; but,  then,  so  also  is  the 
trade  of  each  of  those  countries,  while  she  has  an  advantage 
when  competing  with  any  of  the  duty-levying  nations  for  the 
consumption  of  the  products  of  a third  country.  The  terms 
of  exchange  are  altered  by  the  operation  of  the  duties,  and, 
in  addition  to  this  advantage,  she  gets  the  commodities  she 
needs  by  as  much  less  as  the  amount  of  the  duty  in  ot^er 
nations.  In  the  export  trade  she  has  the  benefit  of  her 
cheaper  imports,  so  far  as  they  are  auxiliary  to  production, 
which,  in  a highly-developed  system  of  industry,  must  be 
generally  an  important  factor ; and  she  further  possesses  the 
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a. Vantage  given  by  the  influence  of  freights,  by  reason  of 
^\hich,  other  things  being  equal,  her  exports  will  be  preferred 
tr  those  of  the  countries  which  levy  high  duties  ” ; since,  her 
iLipoits  being  abundant,  a ship  which  carries  her  exports  to 
ai.y  country  will  be  sure  of  getting  a return-cargo  (Bastable, 

_ There  IS  some  force  in  the  proposal  to  impose  countervail- 
ing duties  on  bounty-fed  commodities.  If,  e ii  France 
ei:  courages  the  export  of  sugar  to  England  by  a bounty,  it  is 
tr  le  that  Englaud_ benefits  by  the  bounty.  But  is  it  wise  to 
accept  the  benefit  in  the  form  desired  by  France  ‘?  Would  it 
nc  t be  better  to  impose  an  import  duty  of  amount  equal  to 
the  bounty  ? In  that  case,  France  would  pay  tribute  to  our 
re  mnue  and  French  sugar  would  compete  In  our  market  on 
Its  merits.  By  accepting  the  bounty  in  the  shape  of  cheap 
su  pr  we  benefit  as  consumers  of  sugar,  and  many  of  our 
industries  benefit  by  obtaining  one  of  their  materials  very 
cheaply;  but  meanwhile  the  West  Indies,  countries  which 
are  naturally  better  fitted  than  France  for  the  production  of 
supir  are  undersold,  their  industry  is  destroyed,  and  they  are 
pa  •tially  ruined.  Bounties  are  a form  of  that  dishonest  com- 
pe  ition  which  consists  in  selling  a commodity  under  cost 

po  y^(vr^V)”  ^ competitor,  and  obtain  a mono- 

Whether  an  export  duty  should  be  imposed  on  Eimrli^h 

coid  is  one  of  the  most  difficult  questions  that  can  be  ratsed 
\V  i need  to  consider — 

1)  What  deposits  of  coal  exist  in  other  parts  of  tlie  world 

Checking  our  exports  would  tend  to  develop  the  working  of 

those  deposits.  ^ 

2)  What  will  be  the  future  course  of  invention.  For  how 
loig  will  coal  continue  to  be  the  life-blood  of  industry? 

^•—Customs  Union  of  British  Empire.- The 

picposal  has  been  made  that  the  various  parts  of  the  British 
Empire  should  practise  Free  Trade  between  themselves,  but 

Fritection  as  against  other  countries.  It  is  thought  that  bv 

such  a policy  the  British  Empire  would  be  enriched,  if  not 
absolutely,  at  least  relatively  to  the  rest  of  the  world,  and 
that  i s solidarity  would  he  promoted.  Economically  it 
must  be  repeated,  even  “one-sided”  Free  Trade  is  more 

piodtable  than  Protection,  however  manipulated.  This  Oow- 

eve  .,  is  not  conclusive  of  the  political  question. 
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QUESTIONS  AND  NOTES. 

1.  Explain  generally  how  a bad  harvest  affects  the  industries  of 

England,  and  state  the  chief  sources  from  which  a large  part  of  the  home 
.supply  of  bread  stuffs  is  usually  obtained.  (Cert.) 

A bad  harvest  will  cause  (1)  a rise  in  the  price  of  corn,  which  in\  olves 
a reduction  in  real  wages,  and  depression  in  all  trades,  commencing  with 
those  producing  luxuries.  (2)  Importation  of  corn,  tending  to  an  ad- 
verse exchange  and  higher  discount  rate.  In  both  ways  a fall  of  general 
prices  is  favoured. 

Details  of  British  commerce  may  be  found  in  the  “ Statesman’s  Year 
Book  ” and  similar  publications.  In  1899  the  United  Kingdom  im- 
ported nearly  200  million  cwts.  of  cereals  and  dour,  the  bulk  coming 
from  the  following  countries  (in  order  of  quantity  of  wheat  supplied)  ; — 
United  States,  Argentina,  India,  Canada,  Australasia,  Bussia. 

2.  Point  out  some  of  the  civilising  effects  of  trade  with  barbarous 

nations.  Illustrate  by  the  .story  of  Livingstone’s  life.  (Cert.) 

8.  To  what  causes  has  been  due  the  great  depression  in  English 
agriculture  of  late  years  ? Comment  on  the  proposal  to  re-impose  a duty 
on  corn.  (Cert.) 

4.  The  price  of  wheat  in  England  during  the  autumn  of  1894 

was  lower  than  it  had  ever  been  before.  To  what  causes  would  you 
ascribe  this  ? (Cert.) 

5.  Protection  by  a Customs’  Tariff  has  been  considered  necessary  for 
the  creation  of  manufactures.  Can  you  show  that,  if  this  is  true,  pro- 
tection is  advisable  in  the  interests  of  the  protected  country  ? (Cert.) 

G.  Briefly  explain  the  terms  : Protection,  Beciprocity,  Free  Trade, 
Treaty  of  Commerce,  Favoured-nation-Clause.  (Cert.) 

7.  State  briefly  some  of  the  arguments  for  and  against  free  trade. 

How  would  you  account  for  the  existence  of  a strong  protectionist  feeling 
and  policy  in  a country  like  the  United  States  ? Are  treaties  of  commerce 
defensible  on  free  trade  principles  ? (Cert.) 

8.  What  do  you  understand  by  Bevenue  duties  and  Protective  duties  ? 

Examine  the  probable  effects  on  (i/)  the  internal  trade,  (b)  the  foreign 
trade  of  the  United  States  by  the  re-imposition  of  heavy  protective  duties 
after  a period  of  their  being  more  or  less  relaxed.  (Cert.) 

9.  What  are  the  main  arguments  for  and  against  Free  Trade  ? Is 

Free  Trade  the  same  as  “ the  open  port,”  of  which  so  much  has  been 
recently  heard  ? (Cert.) 

“ Open  port  ” does  not  refer  to  Free  Trade,  but  to  the  seizure  by  various 
European  powers  of  ports  in  China,  and  to  the  question  wBether  such 
ports  were  to  be  open  to  other  powers  or  not,  irrespective  of  the  question 
of  duties. 

10.  Countervailing  duties  have  just  been  imposed  by  the  Indian 

Government  to  meet  the  bounties  on  foreign  .sugar.  Explain  what  this 
means,  and  point  out  any  circumstances  which  distinguish  the  case  of 
India  from  that  of  England.  (Cert.) 

11.  — Discuss  how  far  a (jeneral  shortening  of  the  hours  of  labour  in 
England  affects  her  power  of  competing  in  neutral  markets. 

[L.C.C.  (Com.  Hh.  (0  P.E.),  Sen.) 

12.  What  different  views  have  been  held  as  to  the  value  to  a country 

of  an  export  trade  I How  does  a system  of  protective  tariffs  affect  the 
question  of  exporting  ? (B.i.,  Frel.) 
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. 3.  What  are,  practically,  the  great  arguments  in  favour  of  freedom 
of  tiade  ? What  have  been  in  recent  times  the  most  powerful  causes 
of  he  prevalence  of  high  tariffs.  (/>’./.,  Prel. ; and  d.S.  of  Taxes), 

- 4.  Suppose  that  a heavy  duty  were  imposed  upon  the  export  of 
coj  1 from  this  country,  and  the  proceeds  applied  as  a bounty  upon  the 
pro  duction  of  iron  and  steel,  what  would  theoretically  be  the  effects  of 
sue  h a measure,  neglecting  the  cost  of  its  administration  ? 

. « , , (.4  of  Taxes). 

- o.  In  what  respects  does  international  trade  rt'seinble,  and  in  what 

do(  s it  differ,  from  trade  conducted  within  the  limits  of  a single  country? 
Eximine  the  bearing  of  these  similarities  and  differences  on  (a)  the 
eccnoniie  theory  of  value  as  applied  to  international  trade  ; (b)  the  com- 
me -cjal  policy  of  nations.  of  Taxes.) 

. he  principal  “ difference  ” referred  to  is  the  greater  force' of  “ indus- 
trii  1 competition  within  a single  country  than  as  between  different 
coi  ntries.  If  we  assume  perfect  industrial  competition  within  a country, 

then  values  in  that  cotThtry  will  very  nearly  correspond  to  cost  of 
pre  luction. 

]«.— W^hat  is  meant  by  P’ree  Trade?  W’hen  did  the  principles  of 
brie  Trade  first  begin  to  be  adopted  by  the  English  Government 

r’  1 • T • {L.C.C.,  Jun.) 

J /.  fijxplain  what  is  meant  by  Bounties.  Give  instances  of  them, 
anc  describe  their  economic  effects.  {L.C.C.,  Jun.) 

1 3.  Examine  into  the  main  arguments,  [a)  theoretical,  (/>)  practical, 
wh  ch  may  be  urged  for  and  against  a Customs  Union  of  the  British 

{A.S.  of  Taxes.) 


CHAPTER  XXVII. 

BI-METALLISM. 

^ • Bi-metallism  is  a particular  system  of  currency.  It 
is  that  form  of  “ multiple  legal  tender”  (xiv.,  2],  which  con- 
sists in  freely  (not  necessarily  gratuitously)  (xiv.,  8)  minting 
tw(  metals,  and  making  each  of  them  legal  tender  to  any 
am  )unt,  at  a ratio  which  is  fixed  by  law.  Thus  in  France 
from  1808  to  1871,  the  government  coined  any  quantity  that 
was  presented  for  that  purpose  of  either  silver  or  gold,  and 
debts  of  any  amount  were  payable  in  coins  of  either  metal, 
the  relative  values  of  the  coins  being  so  fix<3d  that  15^  oz.  of 
silvsr  coins  were  worth  1 oz.  of  gold  coins. 

^ ince  1874  bi-metallism  has  fallen  out  of  use,  and  is  now 
pra  Jtically  non-existent  in  the  world,  all  the  leading  commer- 
cial countries  having  in  practice  adopted  gold  monometallism. 
It  s argued,  however,  that  if  these  nations  would  agree 
tog  ffher  to  maintain  a bi-inetallic  standard,  it  would  be  to  their 
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advantage.  The  alleged  benefits  to  be  derived  from  bi- 
metallism are  briefly — 

(1)  Greater  stability  of  general  prices 

(2)  A par  of  exchange  between  gold-using  and  silver-using 

countries.  , . . . 

This  latter  argument  assumes  that  certain  nations,  especially 

India,  are  likely  for  a long  time  to  come  to  continue  to  use 
silver  as  their  medium  of  exchange,  and  others,  such  as 
En^dand,  the  United  States,  &c.,  are  likely  to  use  gold. 

The  argument  in  favour  of  bi-metallism  may  be  given  in 

more  detail  thus — • n i ^ 

(1)  The  joint  production  of  gold  and  silver  is  likely  to  \ary 

less  than  the  production  of  either  metal  alone.  Bi-metallism 
would,  therefore,  prevent  the  disastrous  results  of  a silver-  or 
gold-famine.  It  used  to  be  said  that  the  production  of  gold 
was  more  accidental  and  spasmodic  than  that  of  silver,  but 
this  difference  has  decreased  of  late  years.  And  the  world  s 
output  of  gold  has  grown  so  vastly  within  the  past  few  years, 
that  one  of  the  greatest  arguments  in  favour  of  bi-metallism 
—the  fall  of  prices  due  to  demonetisation  of  silver  and  in- 
sufficiency of  gold  to  maintain  prices — seems  to  be  losing  its 

fOTC6» 

(2)  Facilitation  of  international  trade.  But  the  commer- 
cial nations  of  the  world  seem  determined  to  adopt  gold  as 
their  standard,  and  the  recent  large  supplies  from  the  mines, 

if  maintained,  may  enable  them  to  do  so. 

(3)  If  gold  is  the  standard  in  some  countries,  and  silver  in 

others,  there  is,  in  fact,  as  to  trade  between  such  countries,  a 
bi-metallic  system— but  it  is  “unrated,”  that  is,  at  a fluctua- 
ting ratio.  . , 

(4)  Payments  from  India  to  Europ  have  been  disorganised 

by  the  fall  of  the  rupee.  This  coin  was  worth  2/-  before 
1874,  now  it  stands  at  about  1/4.  Heavy  losses  have  thus 
accrued  to  the  Indian  Government,  which  has  to  make  large 
gold  payments  in  Europe.  Indian  taxation  is  imposed  in 
rupees,  and,  therefore,  has  had  to  be  increased  in  order  to 

raise  the  same  amount  of  gold  as  formerly. 

(5)  Agriculture  is  disorganised.  In  India,  commoditip 
have  preserved  their  rupee-values.  Thus  the  wheat  \\hich  in 
1870  cost  10  rupees,  costs  10  rupees  still.  But  whereas  10 
rupees  were  worth  20/-  in  1870,  they  now  are  w’orth  little 
more  than  13/-.  Hence  Indian  wheat  is  exported  to  England, 
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^^leie  it  midersells  English  and  American  wheat,  and  thus 
^ Ti  'Tfi  English  general  prices. 

af  er  187-4  consequent  depression  of  trade 

metallism.  ^^^^^buted  to  the  suspension  of  French  bi- 

^^'’6  been  made  to  bi-metallism— 

(1)  In  is  artihcial  and  impossible.  The  best  answer  to  this 

s in  istorical  one.  \\e  have  seen  that,  from  1257  to  1664 

& thX  r’  ^7  1816.  England  practised  bi-metalli.™: 

L t the  best  example  is  that  of  France,  where  the  system  was 
esiablished  m 1808  by  “ la  loi  du  7 Germinal  an  xi  ’’ wh!4 

an  i7he  eo  “ grams  of  silver  fine, 

an  I the  20-fr.  gold  piece  as  G-4al  grams  of  gold  of  smiilar 

^01^,77™“°  77*7-  people  preferred 

gold,  and  hence  (“Gresham’s  Law”)  the  French  LiTencv 

cane  to  consist  principally  of  cms  (siher  5 fr.  piecesf 

During  the  siicceediiig  70  years,  the  ratio  of  gold  Jsih-er 

a o'°  ?'hlt  Uiri’'*''  froit  the  French 

wei^lo  15  unf  -.rq"A  °1  “larket  rates 

^leie  lo  lo  and  lo  83,  although  during  the  period  in  onp^tinn 

the  relative  supply  of  the  two  metals  varied  widely 

reci.nt  dibcoveries  of  gold  would  cause  a glut  of  that  metal 
Sih  er  ^s  being  driven  out  of  circulation 

ti  ^8o2,  h ranee  exported  silver  worth  8 million  francs. 
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r • i.  t ' ” 5’  ,, 

stii  1 /r  V '' i7  entertained  for  establishing  gold 

/tI!,  and  it  was  in  pursuance  of  such  a project  tha?  in 

.) ),  the  Latin  Union  was  formed  by  a monetary  convention 
ma<e  between  France,  Belgimn,  Switzerland  L77  taTy 

S:;rrr;,r£“z;;,7.:” 

Z- :;z:L7S 

Ii  18G7  an  International  Monetary  Conference  was  held  for 
the  pin  pose  o establishing  an  international  gold  standard 

,01(1.  In  18/3,  and  m pursuance  of  the  same  poliev 
Germany  demonetised  silver,  and  adopted  a gold  standard. 
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The  result  of  this  step  was  to  throw  large  quantities  of 
silver  on  the  market,  and  to  drive  gold  out  of  circulation  in 
the  countries  of  the  Latin  Union.  These  countries,  not 
desiring  an  exclusively  silver  currency,  accordingly  suspended 
bi-metallism  by  limiting  their  coinage  of  silver.  We  see 
then  that  bi-metallism  is  possible,  and  has,  in  fact,  been  the 
means  of  keeping  the  ratio  of  silver  and  gold  steady  for  70  years. 

(2)  It  might  break  down.  This  is  true,  and,  in  fact,  it  /las 
broken  down,  as  we  have  seen.  But  the  larger  the  number 
of  commercial  states  that  adopt  a policy  of  bi-metallism  with 
the  same  ratio,  the  less  is  the  danger  of  breaking-down. 

(3)  Certain  monometallists  have  argued  that  value  is  deter- 
mined by  cost  of  production  alone,  that  this  is  liable  to  fre- 
quent change,  and  that  to  fix  the  relative  value  of  gold  and 
silver  by  law  is  to  inflict  injustice  on  the  creditor,  by  giving 
the  debtor  the  option  of  paying  his  debt  in  whichever  metal 
may  happen  to  be  the  less  valuable  at  the  time  of  payment. 
It  is  true  as  we  have  seen,  that  there  is,  under  bi-metallism, 
a tendency  for  now  one,  now  the  other  metal,  to  disappear 
from  circulation,  according  to  variations  in  the  relative  supply 
and  demand. 

Bi-metallism,  therefore,  may  result  in  the  use  of  an  inconve- 
nient metal — gold,  when  silver  would  be  preferred,  or  rice  veraa. 
As  against  this,  we  can  always  have  token  coins  for  small 
amounts,  and  credit-documents  for  large  ; for  bank- reserves 
it  matters  little,  in  point  of  convenience,  whether  we  have 
silver  or  gold. 

With  a double  standard,  then,  there  is  a compensatory  or 
equilibratory  action.  At  any  moment  the  standard  of  value 
is  one  of  the  two  metals,  and  not  both  ; yet  the  fact  that  there 
is  an  alternative  tends  to  make  each  vary  much  less  than  it 
would  otherwise  do. 

(4)  The  Ratio  to  be  adopted  is  a practical  difficulty  of  great 
importance.  That  adopted  by  the  Latin  Union — 15^  : 1 — 
was  the  one  actually  existing  at  the  time  the  bi-metallic  law 
was  passed  by  the  French  Revolutionary  Government. 

In  Japan  the  ratio  has  been  5:1.  Anciently  in  Europe  it 
was  10:1;  since  the  abandonment  of  bi-metallism,  it  has 
fallen  to  20  and  more  : ] . At  one  time,  in  Arabia,  silver  was 
worth  more  than  gold. 

Whatever  ratio  were  adopted,  and  even  if  all  the  nations  of 
the  earth  combined  in  one  agreement,  it  seems  that  in  time 
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questions  and  nc>tes. 

obtains  in  England Bimetallism.  Which 
metals  in  use  L legal  tender?'’  ' ''^Snlations  .nave  we  coins  of  dilferent 

bi-metSl'ic  the  preirt  l'li7state  “““ 

tisation  of  silver  had  on  them  ‘^e  demone- 

Describe  the  different  wavs  in  + x , (BX'.t'.,  Sen.) 

in  a currency  system,  giviim  actual  or  hvnnrh?^^*f  combined 

,^enerally  the  limits  within  which  an  effect^ve^n^tf  'Bustrations.  State 
-o  be  possible.  eflective  double  standard  is  thought 

On  what  grounds  O)  theoretinal  //u  x-  , 

nternational  bimetallism  been  advocated  ^ ^ of 

•isms  which  have  been  made  on  such  a stste.n  f?  ""'I 
"f  theory,  (b)  of  practice  ystem  from  the  standpoint  (u) 

(A.S.  of  Taxe.^.) 


CHAPTER  XXVIII. 

SOCIALISM. 

t f P"  ""'up™  ee^Snl'^conlitl^rttn  and 

euonoudc'Iheo"y  has 

d ivelopment  of  society.  When\ve  turn  t„  1“  “ economic 

s ™ - dS  f^:^  -IB 

i ? in  t^d^s:'^ p-biM  J ::r 

petty.  We  have  hitherto,  in  this  book  P™' 

“property  - ^or  “ ownerSp.”  sS 

no  non  of  ownership  may  ap^pear  (the  germ  of  it  i!“S  d"'to‘h' 
ex.iibited  by  a dot?  with  hiq  hnn^i  u ; u t ® be 

mted  joint,  rather  than  individual,  propfrt"  b^ik  oufe 
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goods  enjoyed  by  members  of  the  community  belonged  to  the 
coiininmity — the  family  or  the  State  ; and  the  history  of  property 
hitherto  has  constantly  tended  to  making  rights  of  property 
more  distinct,  and  giving  greater  firmness  to  the  individual  s 
hold  on  them.  When,  therefore,  the  Socialist  proposes  a vast 
curtailment  of  the  individual’s  property  rights,  the  first  refiec- 
tion  that  occurs  is  that  he  is  advocating  a return  to  a form  of 
social  organisation  which  mankind  has  passed  through  anc 
out‘^rown.  It  is  replied  that  advanced  societies  are,  in  tact, 
raprdly  becoming  Socialistic;  the  sphere  of  Governmental 
economic  activity  is  being  enlarged  (railways,  gas,  water,  iVc.), 
and,  in  the  United  States  especially,  large  combinations  are 
monopolising  trade,  and  might  advantageously  be  incorporated 
with  the  Government.  Further,  it  is  urged  that  private 
ownership  of  capital  is  ethically  wrong.  “ Property  is 
Robbery,”  it  is  said,  though  not,  of  course,  m condemnation 

of  the  individual  owner  of  property.  ^ i 

The  theory  that  value  is  proportional  to  labour  having  been 

adopted,  it  was  inferred  that  value  is  produced  solely  by 
labour  but  that  the  labourer  receives  in  money- wages  less 
than  the  full  value  of  the  product,  the  surplus  value  going  to 
the  other  participants  in  distribution,  as  rent,  interest,  an 
profit.  Hence,  “property,”  which  permits  this  spoliation  of 
the  labourer,  is  “ robbery,”  and  the  remedy  is  state-,  instead 
of  private-,  ownership,  of  all  instruments  of  production  (land, 
factories,  machines,  tools,  &c.).  This  involves  orgxanibation 
of  industry  by  the  State’s  chosen  representatives,  instead  ot 
by  the  bargaining  and  competition  of  private  persons  or  \olun- 
tary  combinations ; and  the  distribution  of  the  collective  out- 
put in  proportion  to  the  quantity  of  work  done  by  each  person. 

It  would  not  be  difficult  for-the  State  to  seize  ail  the  pro- 
perty of  its  subjects.  But  how  could  the  State  secure  diligence 
in  labour  and  wisdom  in  direction,  without  the  stimulating 
and  controlling  effects  of  the  institution  of  private  property  ? 
It  must  be  remembered  that  a very  trilling  falling-on  m 
either  respect  would  convert  gains  into  losses.  If  labourers 
worked  with  but  a little  less  energy  and  attention,  if  captains  ot 
industry  exhibited  but  a little  less  acuteness  and  promptness, 
if  capitalists  showed  but  a little  less  wisdom  in  their  choice 
of  investments,  if  landlords  were  but  a little  less  eager  to  get 
the  best  rents,  the  productive  powers  of  the  community  would 
decrease,  and  although  landlords,  capitalists,  and  employers 
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selves  safe  VS  morrb?tterl7“'lt‘Ts^t^^^ 

Socialism  has  often  been  tried  in  t-  • ^ f place 
scales,  and  has  ahva;s  Med  afteri°"V°?““. 

^ .ssens>on,  .nca^acity,  have  always  defe'atS  threxpen'.nenT’ 

QUESTIONS  AND  NOTES. 

ioeiety  organised  on  1or»°  compelilhwn  ‘l'a"’l>ao!is  of  an  industrial 
>as.s,  as  respects  (a,  .he  production,  ^ 

I o.r  tTo  ‘p°  teCulS°Ir'oh‘ti 

«hi;oh^fuid“S'S"ectCCfieahfd:„^^ 

a ■tuaUn°''T*'l™  "'efthh^s  distiiLtol' !” ''‘sWbution  : 

a tual  social  estimate  of  the  valuo  nf  accordance  with  the 

e socialistic  state,  distributit  would  ta?  1,^ 

ethical  standard  ; either  according  P^ace  m accordance  w-ith 

1 needs.  There  would  probably  be  verv  l?trr^  ' ^ P^’*  foi’th 

bution,  whichever  basis  were  adopted.^  ^ available  for  dis- 


CHAPTER  XXIX. 

. ORGANISATION  OF  LABOUR, 

bn  igs  large  numbers  ^ w^griVbttm^  industry 

ante,  and  ‘tat  labourers  Irf  nit  rPnit'l't''  S‘"‘3' 

neel  for  some  kind  of  oroanisatim,  „ “ ’nachines,  arises  a 
for  their  own  purposes  distirwT® 
whith  we  have  traced  under  ‘the  head  of  ProdLtio°?“‘'‘‘''““ 

I* — Strikes. 

in!  I (xxiih ‘’m ““P'«yer 

tno  ]g  therefore  resorted  to  Tt  ’ m Collective  hargain- 

for  a .single  workmaT  to  ay  to  ClV'T"""  '“^^“‘“1 

continue  to  work  for  you  un4s  yo^niv^^it^  hi’JP 

.>cni  ^ue  me  higher  tvages.” 
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But  the  whole  body  of  labourers,  acting  in  concert,  may  be 
successful  in  gaining  their  end  by  such  a threat.  The  sing  e 
labourer  is  not  indispensable  to  the  employer  ; the  whole  o 
his  labourers  are  so.  If  the  employer  refuse  the  concession, 
and  the  labourers  carry  out  their  threat,  their  cessation  of 
work  is  called  a Strike.  A corresponding  refusal,  on  the  part 
of  an  employer,  to  give  employment  in  consequence  of  is 
workpeople’s  rejection  of  some  demand  on  his  part,  is  callei 

Strikes  have  been  called  “ the  insurrections  of  labour.  As 
the  phrase  suggests,  they  are  a terrible  remedy,  only  justiti- 
able  in  extreme  cases.  They  frequently  fail  to  effect  their 
immediate  object,  they  sometimes  drive  a trade  away  from  a 
district  or  a country,  the  enforced  idleness  often  engenders 
bad  habits,  and  causes  the  weakening  of  good  ones,  ihe  best 
result  a strike  can  have  is  to  render  employers  unwdling  sub- 
sequently to  refuse  a just  demand  or  terms  which  are  as 
favourable  to  the  labourers  as  they  can  reasonably  be  made. 

II. — Trade  Unions. 

y. The  amount  of  organisation  which  is  required  for  a 

strike  is  but  small,  and  may  he  improvised  for  the  occasion. 
When  this  is  the  case,  the  action  of  the  men  may  be  hasty 
and  ill-advised.  More  permanent  forms  of  organisation  are 
therefore  sought.  A Trade  Union  is  a voluntary continuous 
association  of  wage-earners  for  the  purpose  of  maintaining  or 
improving  the  conditions  of  their  employment.  Its  aims 

may  be  divided  into  two  classes . , i • • 

(1)  To  substitute  collective  bargaining  for  the  bargaining 
of  isolated  workmen  with  employer,  and  to  check  competition 

among  labourers.  _ ^ i p 

(2)  To  provide  mutual  assistance  m case  ot  sickness,  &c. 

The  Union  being  a permanent  organisation,  its  officers  can 
negotiate  with  employers,  and  thus,  in  many  cases, _ avert 
strikes.  It  often  happens  that  members  of  a trade  union  in 
a particular  place  desire  to  strike,  but  are  deterred  by  the 

advice  of  the  general  body  of  members.  . t i 

Trade  Unions,  with  their  practical  aims,  directed  towards 

possible  and  immediate  improvement,  are  characteristically 
English.  In  other  countries,  Idealistic  and  Socialistic  views 

are  indulged. 

4.— How  to  Raise  Wages.— The  raising  of  real  wages, 
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(r  the  prevention  of  a fall,  is  the  main  object  of  Strikes  and 
..rade  Lnions.  Strikes,  therefore,  are  likely  to  take  place  at 
} eriods  of  either  rising  or  falling  prices  ; in  the  former  case 
vith  the  object  of  sharing  in  the  rise,  in  the  latter  of  resisting 
the  reduction  of  wages  which  may  be  necessary.  As  to  the 
conditions  of  success,  it  may  be  said  broadly  that  Strikes  and 
..rade  Union  negotiations  cannot  keep  real  wages  permanently 
1 igher  than  effective  bargaining  and  competition  would  do 
•\dthout  them.  When  trade  is  improving,  employers  would 
le  willing  to  raise  wages,  if  pressed;  they  are  not  likely, 
lowe\ei,  to  ofifer  the  rise  without  being  pressed,  and  pressure 
nay  be  effectively  applied  by  the  Union.  On  the  other  hand, 
\^hen  prices  have  to  be  reduced,  if  the  Union  persists  in 
rBsisting  a reduction  of  wages,  some  e mployers,  being  no 
1 )nger  able  to  make  a profit,  may  giv^e  up  or  reduce  their 
business,  the  demand  for  labour  may  decrease,  and  either 
T'ages  will  fall,  or  some  of  the  men  will  be  unable  to  get  em- 
jloyment  in  that  trade. 

A Trade  Union  is  in  effect  a combination  of  producers  of  a 
particular  commodity,  viz.,  Services  of  a certain  kind.  It  is, 
t lerefore,  a monopolist,  and  its  power  over  price  resembles 
t lat  of  monopolists  in  general  ; i.e,,  it  may  fix  wages  high, 
but  to  maintain  such  a level  may  have  tc)  limit  the  output. 
I ut  it  is  not  in  every  case  that  such  limitation  can  be  success- 

f illy  effected.  The  following  circumstances  have  to  be  taken 
into  account  : — 

(1)  Can  the  product  of  the  trade  in  question  be  obtained  in 
S(  )ine  other  way  ? As  for  example — 

(a)  From  non-Union  labourers. 

(/>)  Or  from  some  other  district,  where  the  conditions  of 
labour  are  beyond  the  control  of  the  Union.  Im- 
portation of  goods  thus  checks  monopoly  prices 
among  the  home-producers  of  similar  goods. 

(c)  Or  by  means  of  machinery,  &c.  In  many  cases, 
mechanical  inventions  to  dispense}  with  hand-labour 
have  been  made  in  order  to  evade  demands  for 
higher  wages. 

(2)  Will  the  price  of  the  product  of  the  trade  be  much 
raised  by  a stinting  of  supply  ? 

(3)  Is  the  proportion  of  the  wages  in  qu(}stion  to  the  total 
ex  pense  of  production  of  the  finished  article  small  or  large  ? 
If  large,  then  the  rise  in  wages  will  greatly  raise  the  expense 
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of  production,  and  probably  greatly  diminish  demand.  But 
if  small,  the  demand  may  not  be  greatly  affected. 

(4)  If  the  price  of  the  finished  article  is  raised  by  limita- 
tion of  output,  will  other  classes  of  producers  who  contribute 
to  the  output  be  able  to  secure  a greater  share  of  the  increase  ? 

The  difficulty  of  securing  all  the  necessary  conditions, 
makes  the  cases  rare  in  which  a class  of  labourers  can  benefit 
themselves  by  maintaining  a monopoly.  As  w’e  have  seen 
(ch.  xxiii),  the  true  mode  of  raising  pal  wages  is  by  increasing 
the  efficiency  of  industry.  The  Union  can  aid  the  laboimer 
to  secure  his  fair  share  of  the  increased  product,  by  diminish- 
ing his  disadvantages  in  bargaining.  But  where  the  Union 
so^acts  as  to  diminish  efficiency,  it  can,  at  the  best,  only 
benefit  one  class  of  labourers  at  the  expense  of  others. 

“ The  power  of  Unions  to  raise  general  wages  by  direct 
means  is  never  great ; it  is  never  sufficient  to  contend  success- 
fully with  the  general  economic  forces  of  the  age,  when  their 
drift  is  against  a rise  of  wages.  But  yet  it  is  sufficient 
materially  to  benefit  the  worker,  when  it  is  so  directed  as  to 
co-operate  with  and  to  strengthen  those  general  agencies, 
which  are  tending  to  improve  his_  position  morally  and 
economically.  And  it  will  be  so  directed  if  the  follow  ing 
conditions  are  satisfied.  Firstly,  Unions  must  aim  at  making 
business  easy  and  certain  ; this  is  already  done  by  formal  and 
ijjformal  Boards  of  Conciliation  in  some  trades,  especially 
such  as  produce  largely  for  foreign  markets.  Secondly,  they 
must  aim  at  raising  the  Standard  of  Life  among  the  workers 
of  the  present  and  the  coming  generation,  by  fostering  habits 
of  sobriety  and  honesty,  independence  and  self-respect ; this 
is  done  in  different  degrees  by  all  Unions  ; and  _ whatever  in- 
fiuence  they  exert  in  this  direction  is  cumulative.  Thirdly, 
they  must  aid  as  many  as  possible  of  the  rising  generation  to 
acquire  industrial  skill,  and  to  join  the  higher  paid  ranks  of 
labour.  This  calls  for  some  self-sacrifice,  and  is  inconsistent 
with  any  attempt  to  raise  very  high  the  waps  in  skilled 
trades  by  making  the  entrance  to  them  artificially  difficult. 
Fourthly,  they  must  strive  to  develop  the  great  stores  of 
business  power  and  inventive  resource  that  lie  latent  among 
the  working  classes,  so  that,  production  being  economical  and 
efficient,  the  National  Dividend  [i.t'.,  total  produce  of  industry] 
may  be  large  ; and  that,  business  powder  being  cheap,  and  the 
share  going  as  Earnings  of  Management  being  relatively 
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small,  that  which  remains  for  wages  may  be  high.  . . . Fifthly, 
they  must  be  always  specially  careful  to  avoid  action  by  which 
one  class  of  workers  inflict  a direct  injury  on  others.  Contests 
between  Unions  contending  for  the  same  field  of  employment 

as  for  instance,  between  Unions  of  shipwrights  and  car- 
penters, or  plumbers  and  fitters— attract  their  full  meed  of 
attention  ; but  more  importance  really  attaches  to  the  injuries 
which  one  trade  inflicts  on  others  by  stinting  the  output  of 
jhe  law  material  which  they  have  to  use,  or  by  throwing  them 
Dut  of  work  through  a strike  in  which  they  have  no  concern.” 
[A.  Marshall,  Economics  of  Imhistrn). 

Ill* — Conciliation  and  Arb[tration. 

5.— Agreement  between  masters  and  men,  “ Industrial 
Peace,  as  it  has  been  called,  in  antithesis  to  “ Insurrections 
)f  Labour,”  may  be  promoted  by  Conciliation  and  Arbitration. 

A Board  of  Conciliation  is  a body  comjDosed  of  representa- 
i\es  both  of  masters  and  men,  who  meet  together  to  discuss 
natters  in  dispute,  or  which  may  possibly  come  into  dispute, 
,ind  to  endeavour  to  arrange  them  amicably.  Arbitration  is 
he  submission  of  a dispute,  by  agreement  of  the  parties 
hereto,  to  the  decision  of  a third  party.  Conciliation  is 
i,^reatly  to  be  preferred  to  arbitration — 

(1)  There  is  a possibility  that  the  decision  of  an  arbitrator 
nay  not  be  accepted  by  one  or  either  of  the  parties. 

(2)  There  is  a contentious  feeling  aroused  by  each  side 
( Tideavouring  to  obtain  an  award  in  its  favour.  But  although 
I Conciliation  may  adjust  or  prevent  most  disputes  that  arfse 
or  threaten  to  arise,  there  is  generally  a insidue  of  questions 
Ls  to  which  agreement  cannot  thus  be  secured,  and  for  these 
arbitration  is  the  best  solution.  Conciliation  and  Arbitration 
s.re  facilitated  by  the  existence  of  Trade  Unions,  which  are 
{,ble  to  bring  the  views  of  the  workmen  before  the  board  fully 
pnd  with  authority,  and  also  to  guarantee  that  the  workmen 
null  observe  the  terms  of  any  award  given  in  pursuance  of  a 
5 ubmission  to  arbitration. 

In  France  and  Belgium,  “ ( \mseih  de  pnid  liommes  ” are 
lormed  foi  purposes  similar  to  those  of  C^onciliation  Boards, 
c nd  appeal  to  be  ^ery  successful.  Their  ilecisions  are  legally 
( nforceable.  It  does  not  seem  to  be  di^sired  to  give  such 

€ fleet  to  the  recommendations  of  English  Boards  of  Con- 
ciliation. 
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IV. — Sliding  Scales. 

6 —Another  device  for  maintaining  Industrial  Peace  is  the 
adoption  of  a Sliding  Scale,  that  is,  an  agreed  rate  of  wages, 
varyinc^  with  variations  in  the  selling  price  of  the  product. 
The  Sfiding  Scale  effects  an  “ automatic  regulation  of  wages, 
and  resembles  profit-sharing.  It  gives  steadiness  to  trade, 
and  also  to  wages,  and  has  been  tried  with  success  in  the 

coal  and  iron  industries. 

7 —History  of  Trade  Unions.— Associations  among 
the  members  of  a trade  have  existed  in  every  period  of  indus- 
trial history.  In  the  Middle  Ages  there  were  “ craft-gilds,^ 
to  which  both  masters  and  workmen  were  admitted,  ideir 
objects  seem  at  first  to  have  been  moral  welfare,  and  the 
maintenance  of  a high  standard  of  work.  Later,  they  prac- 
tised oppression,  by  limiting  the  number  of  members,  and 
preventing  non-members  from  exercising  the  trade,  tint 
such  associations  belonged  to  the  “ small  system  of  pro  uc- 
tion,  and  differ  from  Trade  Unions  m the  fundamental 
circumstance  that  membership  of  the  latter  is  confined  to 

During  the  18th  century  that  change  from  the  small 
to  the  “large”  system  of  production,  which  is  called  the 
Industrial  Bevolution,  took  place.  Previously  lu  was  e 
rule  that  every  master  and  every  journeyman  m a trade  bad 
been  apprenticed.  The  apprentice  in  due  time  became  a 
journeyman,  the  journeyman  had  good  prospects  of  becoming 
a master.  These  prospects  became  less  as  the  large 
system  extended.  Masters  and  men  now  began  to  form 
separate  social  classes,  with  different  and  often  hostile 
interests  ; large  capital  became  necessary  to  set  up  in  business  , 
labourers  as  a body  could  no  longer  look  forward  to  them- 
selves becoming  employers.  A new  kind  of  labour-organisa- 
tion was  wanted,  and  the  modern  Trade  Unions  came  into 

^X.lSt)GHC0* 

Durino-  the  period  when  craft-gilds  were  the  appropriate 
voluntary  organisation  of  masters  and  men,  statutes  were 
made  from  time  to  time  for  the  regulation  of  industry  ; hours 
of  labour,  and  rates  of  wages,  were  thus  fixed,  instead  of  by 
free  agreement.  One  of  the  most  celebrated  of  these  acts, 
the  Statute  of  Apprentices,  in  the  reign  of  Elizabeth,  em- 
bodied the  typical  ordinances  of  the  mediieval  gild.  Justices 
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were  to  fix  rates  of  wages  every  year  ; the  number  of  appren- 
tices that  an  employer  might  have,  and  the  conditions  of 
apprenticeship,  were  prescribed. 

During  the  period  of  transition  from  the  small  to  the  large 
production,  frequent  attempts  were  made  to  enforce  the 
regulative  laws,  but  unsuccessfully,  since  those  laws  were 
becoming  obsolete  by  reason  of  the  change  in  economic  and 
social  conditions,  and  such  attempts  were  abandoned  in  the 
latter  part  of  the  18th  century,  although  the  Statute  of  Appren- 
iices  was  not  formally  repealed  until  1825.  It  may  be  noted 
^ncidentally  that  during  this  period  some  associations  were 
•ormed,  which  are  sometimes  called  trade  unions,  with  the  ob- 
, ect  of  enforcing  the  old  system.  The  transition  period  was  a 
lime  of  anarchy.  The  mediasval  legal  regulation  was  not  en- 
orced,  but  the  mediaeval  servile  restrictions  on  the  labourers’ 

: reedom  to  combine  for  their  own  purposes  were  not  relaxed. 

. .n  1799  an  act  was  passed,  consolidating  many  previous  enact- 
]oents,  which  prohibited  all  combinations  for  obtaining  an 
advance  in  wages  or  lessening  the  hours  of  work.  The  Com- 
bination Laws  were  repealed  in  1824.  By  this  repeal,  which 
{ ave  men  the  power  legally  to  make  collective  bargains,  and 
lo  withhold  labour  from  the  market  by  concerted  action,  a 
great  impetus  was  given  to  Trade  Unionism,  which  had  been 
i a existence  for  100  years  in  spite  of  the  Ijaws. 

From  1825  to  1840,  Trade  Unionism  became  merged  in 

I he  Socialistic  and  Eevolutionary  movements  of  the  times 

Owenism  and  Chartism.  From  1840  to  1860,  “laying  aside 
1 11  projects  of  Social  Revolution,  Trade  Unionists  set  them- 
selves resolutely  to  resist  the  worst  of  the  legal  and  industrial 
( ppressions  from  which  they  suffered,  and  slowly  built  up  for 
this  purpose  organisations  which  have  bei;ome  integral  parts 
c f the  structure  of  a modern  industrial  state.”  The  period 

V as  marked  by  the  spread  of  education,  the  prevalence  of 
j ractical  counsels,  and  increased  national  (iconomic  prosperity. 

In  1875  a further  change  was  made  in  the  law,  the  effect 
of  which  was  to  put  employer  and  w^orknum  on  an  equality  ; 

V orkmen  were  no  longer  to  be  liable  to  imprisonment  for 
b'each  of  contract;  peaceful  “picketing”  was  expressly 
pjimitted,  violence  and  intimidation  w'ere  to  be  dealt  with 
b • the  general  principles  of  criminal  law  ; no  act  committed 
b; ' a group  of  vyorkmen  was  to  be  criminal  unless  the  same 
a(  t by  an  individual  w’as  itself  a criminal  offence.  Collective 


SOCIAL  AND  POLITICAL  QUESTIONS  — ORGANISATION  OF  LABOUR.  215 


bargaining,  with  all  its  necessary  accompaniments,  vvas,  after 
50  years  ot  legislative  struggle,  formally  recognised  by  the 

law  of  th©  land.  rr  mt 

It  has  been  estimated  that  in  1892  there 

manual  workers  over  21  years  of  age  m the  ’ 

and  that  of  these  1^  millions  were  members  of  Trade 

The  first  Trade  Union  among  agricultural  labourers  was 

^°*^Since  1889  a “New  Unionism”  has  made  itself  heard. 
Unions  had  hitherto  been  confined  to  skilled  workmen,  but 
in  that  year  a great  strike  of  dock  labourers  took  P^^ce  m 
London,  and  gave  rise  to  organisations  among  unskiM 
workers,  and  to  agitations  appealing  to  popular  sympathy, 
a*nd  with  Socialistic  aims. 

V. — Government  Regulation. 

y. Many  economists  have  opposed  any  form  of  govern- 

ment interference  between  employer  and  labourer  on  the 
ground  that  the  parties  know  their  own  interests  best,  and 
that  such  interference  will  ultimately  injure  rather  than 
benefit  those  for  whose  good  it  is  intended.  M e have  seen, 
however  (xxiii.,  5),  that  the  labourer  has  not  that  full  pwer 
of  bargaining  which  is  assumed  in  the  arguments  for  laisser 
faire.  " More  especially  is  this  the  case  in  regard  to  women 
and  children.  “ The  beginning  of  the  present  century  found 
children  of  five,  and  even  of  three  years  of  age,  in  England, 
working  in  factories  and  brick-yards  ; women  working  under- 
ground in  mines,  harnessed  with  mules  to  carts,  drawing 
heavy  loads ; found  the  hours  of  labour  whatever  the  avarice 
of  individual  mill-owners  might  exact,  were  it  13,  or  14  or  15  ; 
found  no  guards  about  machinery  to  protect  life  and  limb  , 
found  the  air  of  the  factory  fouler  than  language  could  describe, 
even  could  human  ears  bear  to  hear  the  story  (I . \V  alker. 

Political  Economy).  l ^ t 

Many  employers  were  unwilling  to  continue  such  a state  ot 

things,  but  were  unable,  without  legislative  support,  to  alter 

their  methods  of  production,  for  fear  of  being  undersold  by 

less  scrupulous  competitors.  Legislation  accordingly  was 

undertaken  in  1802,  and  has  been  steadily  extended  since 

then,  for  the  protection  of  the  weaker  classes  of  labourers. 

A minimum  age  is  fixed  for  employment ; up  to  a further 

limit  the  hours  of  work  are  restricted  ; holidays  are  prescribed ; 
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certificates  of  health  are  required  ; and  a strict  inspection  of 
factories  is  made. 

Technical  and  Commercial  Education  are  now  bein» 
supplied  ^ in  England  at  the  public  expense.  Under  the 
•‘small  ” system  of  production,  apprenticeship  was  universal. 
Now  it  IS  exceptional.  Hence,  there  is  a danger  that  the 
Dulk  of  the  people  will  grow  up  without  the  training  necessary 

:or  developing  their  industrial  capabilities,  and,  therefore 
inable  to  earn  a decent  living.  * 

Proposals  have  been  made  that  government  should  limit 
n some  occupations  at  least,  the  hours  of  labour  of  adults’ 

may  be  admitted — 

(1)  That  character  suffers  if  hours  of  labour  are  too  lon^ 

10  permit  a man  to  attend  to  his  other  duties— his  family  his 
< itizenship,  his  own  recreation  and  cultivation.  ’ 

(2)  That  quantity  and  quality  of  output  are  at  their  highest 
in  arduous  occupations,  when  moderate  hours  are  worked. 

ere  might  be  a greater  output,  for  instance,  in  nine  hours 

than  in  ten.  “ On  the  Great  Northern  Eailway  there  was  a 

celebrated  gang  of  navvies,  who  did  more  work  in  a day  than 
t ny  other  gang  on  the  line,  and  always  left  off  work  an  hour 
cr  an  hour  and  a-half  earlier  than  any  other  men.”  It  is 
cnly  fair  to  add,  Every  navvy  in  this  powerful  gang  was  a 
teetotaller  (Brassey,  TFapf'.s'). 

As  to  quantity  and  quality  of  work  done,  differences  in 
eaergy  and  skill  are  of  infinitely  more  account  than  differences 
111  hours  of  work  per  day;  and  if,  in  any  trade  or  trades, 
a reduction  of  hours  would  increase  energy  or  skill,  and 
sich  reduction  cannot  be  accomplished  without  legisl’ation, 

11  might  be  worth  while  to  incur  the  evils  of  adding  to  our 
a ready  overgrown  statute-book.  Whether  such  increase 
^ ould  probably  result  from  such  reduction  is  a question  of 

d Jtail  and  statistics,  which  cannot  be  settled  by  general 
rc  asoning.  ° 

It  seems  to  be  thought  sometimes  that  hours  might  well  be 
st  ortened  in  trades  whose  products  do  not  compete  with  ira- 
piirted  goods,  but  that  those  who  work  for  a foreign  market  or 
repressed  by  foreign  competition,  must  be  shut  out  from 
sich  advantage.  But  if  hours  were  shortened  in  all  trades 
aid  in  all  an  equal  diminution  in  production  took  place’ 
reatire  advantage  would  not  be  altered,  and  foreign  trade’ 
th  3refore,  would  not  be  affected  ; except  that,  our  produce  being 
di  ninished,  both  imports  and  exports  would  be  likely  to  fall  off 
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9.— Immigration.— The  effect  of  immigration  on  wages 
resembles  that  of  an  increase  of  the  wage-earning  class  from 
within.  Those,  therefore,  who  urge  the  labourers  to  restrict 
their  numbers,  or  to  restrict  the  numbers  of  those  in  a trade, 
should  also  object  to  allowing  foreign  labourers  to  come  into 
this  country.  Those  who  hold  the  Efficiency  Theory  shou 
object  to  the  immigration  of  labourers  with  a low  Standard 

f Ijif 0 

^ In  order  to  obtain  the  greatest  economic  results,  perfect 
freedom  of  industrial  as  well  as  of  commercial  competition  is 
necessary.  But  the  question  of  movements  of  population  is 
too  large  to  be  dealt  with  by  economic  science  alone. 


QUESTIONS  AND  NOTES. 

1.  What  are  Trades  Unions  ? Describe  their  econonii^  ^ect.^^^^^  ^ 

2 Give  a brief  account  of  the  origin  and  history  of  Trade  Bmo"s, 
pointing  out  what  you  consider  to  have  been  their  mam  aims  and  the 

extent  to  which  they  have  been  successful.  .trikes ’ Under 

3.  What  councils  have  been  proposed  for  aveiting  ‘ 

what  condition  of  the  market  are  strikes  genei^lly  resorted  to  T^ 
briefly  what  you  know  of  the  various  methods  that  have  been  ° 

propoUd  to  ^ strikes.  How  far  have  they  beerr,  or  are  ^ey  jikel, 

4. '’’  How  tar'do  you  think  it  possible  for  Trades  Unions  to  raise  wages  ? 

Discuss  their  means  of  doing  this.  f.nmunlsorv 

What  would  be  the  economic  consequences  of  the  compulsory 

enactment  of  rfixed  working  day,  the  same  for  all  industries  and 

districts  within  the  country  ? What  effects,  if  any,  would 

’’TneTrguZn“fai?stThKrs  of  work  in  trades‘which  use  ™ueh 
AuxilLry^Capital  is  that  such  Capital  becomes  expensive,  since  it  stands 
so  many^hours  idle.  This  objection  might  be  met  by  having  two  shifts  , 
thus,  each  man  might  work  only  eight  hours,  but  the  machinery  mig 

WwTe  rfr^uments  for  and  against  the  " eight  hours;  day^ 
What  effects  on  the  wealth  and  progress  of  the  country  would  its  adop- 
tion have  (a)  in  all  industries,  [h)  in  those  mainly  producing  article,  for 

What  would  be  the  probable  effects  of  a statutory  “ 8-hours  -day 
on  Wages,  Profits,  Foreign  Trade  ? Are  there  any  reasons  why  such  a 
legislative  restriction  should  be  applicable  to  certain  trades  and  not  to 

8 What  are  the  principal  economic  causes  of  the  degradation  of 
labour  ? What  attempts  have  been  made  to  deal  with  them  (a)  by  trades 

unions,  {h)  by  the  State  ? 
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CHAPTER  XXX. 

STATE  AID  TO  THE  POOR. 

"^^6  Poor  Laws. — A pauper  class  first  made  its 
appearance  in  England  in  the  time  of  Henry  VIII.  Prices 
of  commodities  were  rising,  in  consequence  of  the  influx  of 
the  precious  metals  from  America,  yet  v/ages  were  kept  down 
by  law  and  custom.  In  addition,  the  religious  houses,  which 
had  to  some  extent  cared  for  the  poor,  were  broken  up  and 
their  property  confiscated.  An  attempt  was  made  to  deal 
with  the  disorganisation  and  suffering  caused  by  these  changes. 
Alms-giving  was  prohibited  by  statute,  and  collections  were 
ordered  to  be  made  in  each  parish  for  the  impotent  poor. 
Charity,  however,  seems  to  have  responded  but  feebly  to  the 
law’s  command,  for,  under  Edward  VI.,  bishops  were 
authorised  to  proceed  against  persons  who  should  refuse  to 
contribute  to  such  collections,  and,  under  Elizabeth,  the  form 
of  charity  had  to  be  abandoned.  Contributions  were  made 
compulsory,  and  justices  were  empo^\ered  to  decide  what 
constituted  a reasonable  contribution.  The  modern  English 
poor-law  system  dates  from  an  Act  of  1601,  which  gave  e^ery 
person  a legal  right  to  relief,  and  imposed  liability  to  taxa- 
tion for  that  purpose  on  the  body  of  inhabitants  ; but  it  dis- 
couraged voluntary  pauperism,  and  directed  that  the  able- 
bodied  should  be  made  to  work.  Up  to  the  accession  of 
George  III.  (1760)  the  general  prin(3iple  governing  the 
administration  of  the  poor-law  was  the  reasonable  one  that 
the  condition  of  the  pauper  should  be  less  agreeable  than  that 
of  the  self-supporting  labourer.  In  the  early  part  of  the 
18th  century  a kind  of  workhouse  test  had  been  adopted. 
That  is,  residence  in  the  workhouse  might  be  made  a condi- 
tion of  receiving  poor-relief. 

But  in  the  latter  part  of  the  century  a different  policy  was 
pursued.  A paternal  solicitude  for  the  poor  w^as  displayed  ; 
the  workhouse  test  was  abandoned,  and  out-door  relief  given 
3ven  to  the  able-bodied.  In  1782  Gilbert’s  Act  gave  power 
:o  form  Unions  of  parishes,  and  to  build  a workhouse  for  the 
Union  ; only  the  “ impotent  ” poor  were  to  be  sent  to  the 
*yorkhouse,  and  the  guardians  of  the  poor  were  ordered  to 

ind  suitable  employment  for  the  able-bo-lied  near  their  own 
lomes. 

Modern  advocates  of  the  Right  to  Labour  and  the  Duty  of 
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being  innovators;  m 178^  tne  r.n„ubu  o 

‘’’in  m5“Mo‘‘urre”^  has  been  called  the  “ Speenhamknd 

notastatnte,  bnt 

certain  justices  of  the  peace  at  Speenban  land  ratef  to  poor 
that  allowances  should  be  made  01  . ii„,„jn„  year  the 

labourers  in  aid  of  their  wages  In  the  ^ 

“ decisively  fatal  step  " was  taken  °U?882  Pauperism  had 
TViP  rpsnlts  were  most  disastrous.  By  looz  paupe  . 

Lco^  ah^ost  universal  among  the  lower  classes  of 

Tn  ctnmp  narishes  lands  were  deserted  because  of  the  piessu 

of  the  poHt  which  rose  to  10/-  Pec  head  0 the  population. 

Wages  fell,  their  deficiency  being  ™de  up  from  the  raMs. 

T flVinnrprs  were  ruined,  either  morally,  by  the  loss  ot  tne_ 
^dependence,  and  reliance  on  public  ?^s?istance  or  “ono^ 
cany‘s,  if  they  kept  off  tbe  ™tes  by  tbeiy«  to  maint^^^ 

themselves  in  a state  01  emciency . 

average,  while  the  pauper  received  161 

week,  the  self-supporting  labourer  received  only  122^  Th^ 
moral  disorder  which  accompanied  this  state  of 
Zdlv  be  exaggerated.  It  jLtifies  the  remark  that  though 
the  legislator’s%wer  for  good  may  be  restricted,  he  has 

reLon  to  complain  of  any 

The  extent  and  cause  of  the  mischief  havi  g 
taineci  by  full  investigation,  the  Poor  Law  Amendinent  Act 
of  1834  Restored  the  earlier  system.  The  workhouse  test  va 
revived  ■ allowances  in  aid  of  wages  were  abolished  , and  the 

law  ot  “ settlement  " was  relaxed.  ° 

ment  in  the  condition  of  the  people  was  immediate  amJ  rapd 

The  law  of  Settlment,  which  originated  or 
in  the  reign  of  Charles  II.,  was  of  a remarkably  baibarous 
character^  A person  obtained  a “ settlement  in  a paiish, 
; r rrigiit  to  poor  relief  there,  by  birth,  or  residence,  oi 
owning  property  therein.  Any  person  who  came P"*® 
where  he  was  not  settled  and  was  considered  to  be  hkely  o 
become  chargeable  to  the  parish  was  ‘i^le  to  be  tmc,w^ 
rphirnpd  to  his  place  of  settlement.  In  l/9u  it  yat,  enacie 
that  persons  sho^uld  only  be  removeable  on  becoming  actually 

^^Ofh^ examples  of  servile  restriction  are  the  laws  of  the 
Middle  Ages,  which  forbade  agricultural  labourers  am  sen  an  :> 
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to  leave  their  town  or  district,  and  which,  down  to  1824,  pro- 
nibited  artisans  from  leaving  the  kingdom, 

2.— Old-Age  Pensions.— It  has  been  proposed  that 
maintenance  in  old  age  should  either  wholly  or  in  part  cease 
^ be  a personal  responsibility,  and  become  a public  charge. 
But  no  satisfactory  scheme  has  been  put  forward. 

(1)  Canon  Blackley  has  proposed  to  compel  every  person 
^ purchase  a pension  for  periods  of  sickness  and  for  old  age. 
Ihe  sickness  pension  was  abandoned  because  of  the  risk  of 
fraud  by  pretended  sickness,  &c.  And  the  old-age  proposal 
has  also  been  abandoned  in  favour  of  a proposal  to  “ give  a 
weekly  half-crown  from  public  funds  to  every  workman  who 

himself.”  Such  a scheme,  however, 
would  not  benefit  the  poorest,  who  could  not  save  at  all,  and 
would  involve  the  greatest  difficulty  in  selecting  the  persons 
who  should  be  permitted  to  avail  themselves  of  it. 

(2)  Mr.  Charles  Booth  has  proposed  a gratuity  of  5/-  per 
week  to  all  (both  rich  and  poor)  over  the  age  of  65. 

(3)  A Royal  Commission  has  studied  the  question,  but  has 
not  been  able  to  discover  or  devise  any  scheme  which  they 

In  spite  of  the  sentimental  attractions  of  the  idea,  the 
objections  to  it  seem  insuperable.  Why  select  old  age  for 

orphanage,  lingering  disease, 
>ScG.,  are  not  so  easily  foreseen  or  provided  against.  The  fear 
of  destitution,  or  in  the  alternative,  poor  relief  on  the  strict 
system  re-established  by  the  Poor  Law  Amendment  Act  of 
1834,  stimulated  the  friendly  society  system,  a system  of 
self-help.  The  absence  of  a habit  of  saving  is  a great  cause 
of  the  unstable,  unhappy  condition  of  many  members  of  the 
labouring  classes.  To  make  old  age  a jmblic  charge  would 
be  to  destroy  one  of  the  most  powerful  motives  which  is 

sending  to  rescue  the  poorer  classes  from  a mere  hand-to- 
nouth  existence. 

During  the  past  30  years  pauperism  in  this  country,  in- 
duding  old-age  pauperism,  has  largely  decreased,  and  provi- 
dence and  prosperity  among  the  labouring  classes  have  largely 
ncreased.  We  may  hope  that  this  process  of  improvement 
-vill  continue,  and  we  may  fear  that  any  scheme  of  old  age 
lensions  would  tend  to  weaken  the  independence  and  self- 

•eliance  of  the  labouring  classes,  and  to  do  more  harm  than 
;jood. 
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In  Germany  there  exists  a very  complete  system  of  compul- 
sory insurance  for  old  age.  In  that  country  there  is  a degree 
of  Government  regulation  m most  branches  of  human 
activity,  which  Englishmen  consider  intolerable.  There  s 
also  a strong  tendency  to  Socialism  and  Revolution  ; and 
the  elaboratiL  of  compulsory  insurance  is  largely  due  to  the 
necessity  of  doing  something  to  check  popular  dissatisfaction. 
The  principle  adopted  is  that  of  compulsory  .contributions 
exacted  from  workmen  and  masters,  and  assisted  by  fixed 
State  grants.  The  benefits  are  very  small,  and  the  time  of  life 
at  which  those  for  old  age  begin  is  very  late,  namely  /O.  The 

allowance  is  not  enough  to  live  on.  ^ 

In  Denmark  there  is  a pension  scheme  in  operation,  no 

previous  contributions  being  required. 

QUESTIONS  AND  NOTES. 

1.  Explain  how  the  rate  of  wages  is  affected  by  poor  h-om 

nnblic  funds  What  are  the  evils  attending  out-door  relief  . ( ^ 

® 2 Diliuss  from  both  an  economical  and  a social  standpoint,  the 

'^T“it  Ms\e?n  person  over  the  age  of  lio  a 

pensio^of  5/  a week  out  of  the  taxes.  Discuss  any  objections  ^you^  see 

'“f  “gile  an  account  of  the  chief  stages  in  the  history 
Poor  Law.  What  economic  lessons  may  be  drawn 
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MISCELLANEOUS  QUESTIONS. 

1.  Discuss  the  question  “ how  may  a teaisher’s  study  of  Political 

Economy  help  him  to  teach  Geography  and  History  ? (Cert  ) 

2.  Point  out  briefly  the  economical  distinction  between  Wealth  and 

Capital ; Profit  and  Interest ; Value  and  Price  ; Value  and  Utility  Give 
simple  illustrations.  (Cert ) 

3.  Explain  and  illustrate  the  following  statements  ; 

(u)  Labour  is  not  creative  of  objects,  but  of  utilities. 

(h)  Industry  is  limited  by  capital. 

(c)  The  cost  of  labour  varies  with  the  Standard  of  Comfort. 

{(1)  The  rate  of  interest  tends  to  decline.  (Cert.) 

4.  I lepaie  the  outlines  of  a lesson  to  an  advanced  class  on  one  of  the 
following  passages : — 

(a)  “ Consols  were  on  Friday,  October  7th,  102  to  1024  Bank 
rate  4 p.e.” 

(h)  “ Industry  is  limited  by  Capital.” 

Or,  (c)  “ Banking  transfers  capital  from  the  inactive  accumulator 
to  the  active  and  energetic  person  who  wants  capital.” 

5.  Give  notes  of  a lesson  on  what  is  implied  by  the  phrase  A^fVpp 

)reakfast  table/’  or  on  Allotments.  \cert ) 

b.  Prepare  the  outlines  of  a lesson  to  an  advanced  class  on 

(a)  The  history  of  the  poor  laws,  especially  in  their  bearing 
upon  the  rate  of  wages  ; ” 

Or,  {b)  The  evils  of  monopolies  ; 

Or,  (c)  The  various  modes  of  tenancy  of  agricultural  land. 

7.  Prepare  the  outline  of  a lesson  to  an  advanced  class  on  one  of  the 
1 Dllowmg : — 

(a)  The  relations  of  capital  and  labour  ; 

(b)  The  considerations  which  govern  the  rate  of  wages; 

(cj  Councils  of  conciliation  and  arbitration  between  the  em- 
ployer and  the  workman.  (Cert  ) 

8 Give  from  your  reading  or  observation  a few  examples  of  the 
gaidance  afforded  to  commercial  and  social  legislation  by  well-established 
e !onomic  principles.  (Cert  ) 

9.  Write  notes  of  a lesson  on  colonisation.  (Cert  ) 

10.  Explain  the  meaning  of  the  following  terms : — unfavourable  ex- 
c lange,  reciprocity,  capital,  paper  currency,  bimetallism. 

.1.  1 here  IS  a vast  field  of  economic  relations  within  which  occur 

gi  jins  which  no  man  loses,  and  losses  which  no  man  gains  ” 

Briefly  refer  to  questions  of  Trade,  of  Wages,  of  Taxation,  and  of 
Monetary  1 ohcy  respectively,  in  which  this  truth  is  illustrated. 

. 2 Define  the  terms  :-Marginal  Utility,  Efficiency  Wag^sf  EMchy 
ol  Demand,  Legal  Tender,  Banking  Reserve,  Fiduciary  Issue. 

] 3.  Expkin  the  following  terms  Diminishing  Return!  Standard^  of 
Comfort,  Legal  Tender,  Mint  Price  of  Gold,  Banking  Reserve  Close 

(B.L.Prel.) 
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14.  Define  the  following,  and  give  examples  of  cases 
becomes  negative  -Marginal  Utility,  Pnce,  Rent  of  ity,  Inte  est, 
Cost  of  Production,  Wages,  Diminishing  Return.  ' , • 7 

‘'S'  “owe  ; caretul  analysis  of  .he  conditions  'Xytteton 
one  country  to  become  wealthier  than  another. 

to  actUiAlsCaseSfuiiy  g^Q^omic  arguments  for  and  against  free  educa- 
tion. Should  any  distinction  be  made  between  (a)  f 
and  University  education  ; (h)  general  and  technical 

connecLon  . carefully  between  the  following  ;-(«)  The  laj  in- 

creasing apd  the  law  of  diminishing  returns,  (b)  depreciation  and  debase- 
ment of  money,  (c)  normal  and  market  value,  (d)  exchanges  at  a pie 
SLm  aSd  at  a discount,  (c) 

taxati(^istin  i^h  carefully  between  the  following  terms  : —(a)  Cost  and 
exposes  of  production  ; (b)  total  and  final  utility ; (c)  depreciation  and 
deraLirnt  "of  money  ; ’(d)  positive  and  preventive  f-ks  on  population  ; 
(e)  free  and  gratuitous  coinage;  (f)  exchanges  at  a d^sc^ount 

"ir°ExTVSrth/fd^  terms  :-Standard  of  Comfort  Efficiency 

Wages,  Profit  Sharing,  Token  Coinage,  Legal  Tender, 

Gold  Point  of  Exchange,  Ad  Valorem  Duty, 
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Economic  Fbeedom. — Freedom  of  Industry  and  Enterprise  or  Economic 
Freedom— a phrase  used  by  A.  Marshall  in  preference  to  Competition,  to  mark 
the  distinguishing  feature  of  the  modern  economic  period. 
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3,  5,  12,  50,  133,  207 

Value  in  Exchange  3 

Value  in  Use  ...  ...  3 

Value,  Measured  ...  57,  68 

Value  of  Money...  98,  112,  155 
Value,  Theory  of  11,  12,  56,  125.  133 
Varying  Return ...  ...  ...  69 

Vigilance  ...  ...  208 

Virtue  ...  ...  ...  •••  14 


Wage-earning  Class  ... 

Wage  Fund  Theory  ...13,  164, 
Wages  18,  36,  81,  *148.  132,  218, 
Wages  of  Superintendence  25, 

150, 


170 


Waiting  ... 

Walker,  F.  21,  25,  27,  37,  45. 
55,  6)4,  68,  73,  80,  88,  99, 
142,  148, 149, 151,  157, 158, 

165, 

AA^alpole,  Sir  R....  ...  181, 

AVarehousing  System  ...  181, 

Wasting  Property 

Wealth,  Negative...  1,  4,  14 

Wealth  of  Nations  7,  11,  12,  15, 

Will  to  Save 

AV  ithout  Reserve 

AA^omen  as  Labourers  ...40,  159, 

AA’orkhouse  ...  ...  218, 


Ultimate  Incidence  of  Taxation  186  , Xenophon 
“ Undertaker  ” : used  bv  some  | 

Economists  for  Employer  ” H9  ' Young,  A. 

TKKiiiToiii.VL  Division  of  Labouu. — A phrase  intended  to  sum  up  the 
nature  of  International  Trade. 


THE  NORMAL  SERIES  OF 

ENGLISH  CLASSICS. 


The  following  are  Now  Ready 

GRAY’S  ELEGY. 

SSI  ““ — 

I.  of  the  Author.  2.  The  Writing  and  Pubh- 
cation  of  the  Elegy.  3.  The  subject  of  the  Elegy.  4.  Com- 
parison of  the  Elegy  with  similar  poems.  5.  Metre. 

II.  Text  of  the  Poem.  ^ ^ 

III.  Full  Notes— Grammatical,  Etymological,  and  Explanatorj. 

IV.  List  of  all  words  with  suffixes  occurring  in  the  iext. 

V.  Figures  of  Speech. 

VI.  Examination  Questions. 

COWPER’S  EXPOSTULATION. 

By  W.  RAYBOULD.  B.A.,  Lond.  Late  Master  at  Alleyn’s  School,  Dulwich, 
Lecturer  at  Finsbury  P.T.  Centre. 

Cloth,  price  1/-  net.  This  book  contains 

I.  Introduction  dealing  with—  , , o pha 

1.  Life  and  Works  of  the  Author.  2.  Cowper  as  a 3 Cha 

racter  of  the  Poem.  Metre,  Scansion,  Rhymes,  Alhteiation, 

4.  Summary  of  the  Poem. 

II.  Text  of  the  Poem.  i i ♦ 

III.  Full  Notes— Grammatical,  Etymological  and  Explanatory. 

IV.  Figures  of  Speech, 

V.  Analysis  and  Parsing  Schemes. 

VI.  List  of  Important  Words  occurring  in  the  ioem. 

MILTON’S  PARADISE  LOST — Book  III. 

Rv  A F IKIN  (Hons.).  Lond.,  L.C.P.  Principal  of  Kettering  P.T.  Centre ; 
^ Medallist-  Triple  Honours  andPrizemanat  College  of  Preceptors  Teacher  s 
Diploma  E 1 Editor  of  Cornelius  Nepos:  L^  and 

Epaininondas;  Author  of  Interlinear  Translation  of  the  same. 

Cloth,  price  1/-  net.  This  book  contains— 

I.  Introduction  dealing  with—  ^ x • \TiUnn>- 

1.  Life  and  Works  of  the  Author.  2.  Characteristics  of  Milton 

Poetry  3.  Composition  and  Publication  of  Paradise  Lost. 

4.  Sources  of  the  Poem  ; other  Epic  Poems.  5.  The  Story  of 

Paradise  Lost.  6.  The  Universe  of  Milton— with  explanatory 

diagrams.  7.  Sketches  of  the  Principal  Characters  in  Book  111. 

II.  Text  of  the  Poem.  j t-,  i 

III.  Full  Notes— Grammatical,  Etymological  and  Explanatory. 

IV.  Figures  of  Speech. 

V.  Metre  of  the  Poem. 

VI.  Examination  Questions. 
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lit  ti  Edition.  Cloth.  Price  1'- net. 

Kno  ,ty  Points  in  Analysis  and 

Parsing. 

B ! Professor  E.  E.  Denney,  and 
F Lyddon-Robebts,  A.C.P.,  etc. 

briefly  and  clearly  explains  the 
Cnief  ( imculties  met  with  in  Parsinj?  and 
Analys  s.  It  deals  fully  with  those  points  in 
wmch^  Fe  have  found  Rafter  the  correction  of 
lousands  of  papers)  nine  out  of  every 
I ten  Sti  dents  make  mistakes. 


9th  Eilition.  Cloth.  Price  1/- net. 

Knotty  Problems  in  Arithmetic 

Solved. 

B P.  Lyddon-Roberts,  A.C.P.,  etc.,  and 
Professor  E.  E.  Denney. 

This  hoolc  contains  model  answers  to  pro- 
blems in  Stocks,  Percentages,  Time  and 
Work,  Mixtures,  Clock  Sums,  Motion  of 
Trains,  Boats  with  and  against  Stream,  etc., 
etc.  It  is  invaluable  to  all  Scholarship  and 
Certificate  Candidates. 


5t  1 Edition.  Cloth.  Price  1/-  net. 

Alge  iraic  Factors  Made  Easy. 

1 By  P.  Lyddon-Roberts,  A.C.P.,  etc.,  and 
1 Professor  E.  E.  Denney. 

j _ This  )ook  deals  thoroughly  with  the  sub- 
ject of  Factors,  leading  up  gradually  from 
^ the  Sira  plest  to  the  most  complicated. 

1 “The  mathematical  student  will  feel 
^ thankfi  1 for  this  aid.” — Educational  News. 

Price  1*-  net, 

The  ‘Certificate’  Mental 
Arithmetic. 

By  P.  Lyi'Don-Roberts,  A.C  P.,  etc.,  and 
Professor  E.  E.  Dexxey. 

In  additi()n  to  the  rules  and  methods  of 
working,  ten  years’  examination  questions 
are  given, 

“The  quickest  and  easiest  methods  are 
here  shown  ” 

5th  Edition. 

The  Teacher’s  Music  Course. 

Staff  Notation  Edition.  Cloth.  16  net. 
Tonic  Solfa  F.dition.  Cloth.  1 6 i7et. 
Both  Notations,  Complete.  2 6 net. 

B ■ Professor  E.  E.  Dennky,  and 
P.  Lyddox-PiOBERts,  A.C.P,,  etc. 

'"The  ” says  “it  is  not  easy  to 

a Student  failiiiff  after  having 
properly  worked  through  this  book.” 

Cloth.  Price  3 6 net.  Specimen  Copy  2/3. 

The  Normal  Domestic  Economy. 

By  Mrs.  J.  M.  Farey.  Author  of  “ Tutorial 
Papers  in  Domestic  Economy,”  etc. 

Its  accuracy,  clearness,  comprehensiveness, 

and  conciseness  will  give  the  Student  a good 
knowledge  of  Domestic  Economy,  and  will 
thus  enable  her  to  pass  her  examination 
with  credit. 

s 

Cloth.  Price  1 G net. 

The  N jrmal  Guide  to  Cutting-out 

By  Mai:  de  Lester,  Instructress  Xeedle- 
V ork  to  tlie  Normal  Corr.  Coll. 

Conta  ms  all  the  patterns  for  P.T.s,  Scholar- 
ship  an  1 Certificate  Candidates.  The  dia- 
grams f re  correctly  drawn  to  scale,  with 
full  dire  *tions  for  making  up. 

Cloth.  Price  1 6 net. 

The 

Normal  Guide  to  Needlework. 

By  ^lAiTBE  Lester,  Instructress  in  Needle- 
work to  the  Normal  Corr.  Coll. 

Specially  pi'cpared  to  meet  the  various 
requirements  of  Teacliors  in  every  stage  of 
their  training. 

“ Certaiiily  one  of  the  best  manuals  on 
Needlework  that  I have  ever  seen."— Our  of 
H .M . Inspectors. 

'\  o be  obtained  from  all  Booksellers,  or  post  free  a1  Published  I'riccs,  from 

Noioi.vl  Correspondence  Collegi2  Press, 

-17  Melfoul  Poad,  Dulwich,  S.E.,  or  110,  Avondale  Square,  London,  S.E. 
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Price  4d.  net, 

How  to  Draw  a Memory  Map. 

By  Professor  E.  E.  Dknney,  and 
P.  Lyddon-Kobebts,  A.C.P.,  etc. 

This  book,  wliich  is  fully  illustrated,  shows 
the  student  what  to  do,  and  both  how  to  do 
it  and  how  not  to  do  it.  It  points  out  the 
common  errors  made  by  students,  and  shows 
how  they  may  be  avoided. 


Price  3d.  net, 

How  to  Teach  Mental 
Arithmetic. 

By  P.  Lyddon-Roberts,  A.C.P  , etc.  and 
Professor  E.  E.  Denney. 

‘‘Full  of  practical  hints  and  suggestions 
for  tJie  teaching  of  this  most  important 
subject,  and  should  be  iii  the  hands  of  every 
Pupil  Teacher." 


Cloth.  Price  1,3  net. 

The  Teacher’s  Text-book  of 
Practical  Psychology. 

By  M.  E.  Pulling,  B.A.,  Loud. 

This  book  covers  the  whole  of  the  Code 
requirements  for  the  1st  and  2nd  year 
Certificate  Examinations  (both  English  and 
Scotch  Codes),  in  this  subject. 


Cloth.  Price  1 '3  each  net. 

The  Teacher’s  Text-book  of 
Practical  Logic. 

By  Professor  E.  E.  Denney,  and 
P.  Lyddon-Robekts,  A.C.P.,  etc. 

Covers  the  whole  of  the  Logic  required  by 
Teachers  for  the  Certificate  Examinations. 


Cloth.  Price  1 ’3  net. 

The  Teacher’s  Text-book  of 
Practical  Ethics. 

By  Professor  E,  E Denney,  and 
P.  Lyddon-Roberts,  A.C.P.,  etc. 

This  book  fully  meets  the  latest  require- 
ments for  the  Certificate  Examination  in 
this  subject. 


Cloth.  Price  2 (5  net. 

The  Teacher’s  Text-book  of 
Practical  Psychology,  Logic, 
and  Ethics. 

By  M.  E.  Pulling,  B.A.,  Prof.  E.  E.  Denney, 
and  P.  Lyddon-Roberts,  A.C.P. 

This  book  covers  the  whole  of  the  Jleutal  and 
Moral  Science  required  for  the  Certificate  Exam- 
inations (English  and  Scotch  Codes),  the  Associate- 
ship  and  Licentiateship  of  the  College  of  Pre- 
ceptors. 


Price  3d.  net. 

The  Metric  System  Made  Easy. 

By  P.  Lyddon-Roberts,  A.C.P.,  etc.,  and 
Professor  E.  E.  Denney. 

This  book  fully  explains  the  Metric  System, 
and  meets  the  latest  requirements  of  the 
Code. 

{Special  quotations  for  quantities,  if  ordered 
direct  prom  the  College.) 


Price  3d.  net. 

Paraphrasing  Made  Easy. 

By  Professor  E.  E.  Den.ney,  and 
P.  Lyddon-Robert.s,  A.C.P,,  etc. 

“I  know  of  no  other  hook  that  deals  so 
thoroughly  and  yet  so  clearly  with  the  sub- 
ject of  Paraphrasing,  nor  one  likely  to  be  of 
more  use  to  Students.”— 0«r  of  H.  M.  in- 
specters. 


To  be  obtained  from  all  Booksellers,  or  post  free  at  Published  Price.s.  from 
Noesial  Correspondence  College  Press, 

47,  Melford  Eoad,  Dulwich,  S.E.,  or  110,  Avondale  Square,  London,  S.E. 


238 


BOOKS  F=OR  TEKCHERS 


235) 


Cloth.  Price  16  net. 

The  Normal  Reprint  of  Queen’s 
Scholarship  Questions. 

(WITH  ANSWEBS) 

] $y  Professor  E.  E.  Denxey,  ami 
P.  Eyddon-Koberts,  A.C.P.,  etc. 

10  /ears  Questions  complete,  with 
answf  rs  to  all  Arithmetic,  Algebra,  aiul 
Mensi  ration.  Should  be  obtained  by  every 
studeiit  sitting  for  the  Scholarship  Exami- 
natioi  . 


' I ’rice  1 '2  net.  Specimen  Copy  Id. 

Model  Solutions  to  Six  Years’ 
Certificate  Algebra  and 
Mensuration. 

(1st  Year  Men). 

^y  C.  A.  Matley,  B.Sc.,  Lond. 

Inva  liable  to  all  Certificate  Candidates, 
and,  in  fact,  to  all  Mathematical  Students. 


Price  1,2  each  net. 

LITERAL  TRANSLATIONS  OE 

Maistro’s  La  Jeune  Siberienne,  & 
Voyage  autour  de  ma  Chambre, 
Scribe’s  Le  Yerre  d’Eau, 

By  Professor  E.  E.  Dexxey,  and 
P.  Lyddon-Robebts,  A.C.P.,  etc. 

“Rightly  termed  Literal  Translations.” 
“ Private  Students  and  others  who  need 
Translations  will  here  find  their  wants  met.” 
— Schoolmaster, 


Cloth.  Price  I S net. 

Typical  Deductions— Books  I.-III. 

By  P.  Lyddon-Robebts,  A.C.P.,  etc.,  and 
Professor  E.  E.  Denney. 

Contains  200  Typical  Deductions  on  Euclid, 

I Books  I.-III.  fully  solved,  the  diagrams  in 
I every  case  accompanying  the  solution.  Also 
; includes  an  introductory  chapter  on  How 
to  work  Deductions,  containing  many  practical 
hints  with  illustrative  examples. 


Cloth.  Price  1'6  net. 

The  Normal  Guide  to  Freehand 

Drawing. 

Part  I.  Conventional  Forms. 

By  S.  PoLAK,  Art  Master  (South  Kensington), 
Queen’s  Prizeman  for  Ornament,  etc. 

This  is  not  a mere  collection  of  copies,  but 
also  contains  chapters  on  the  principles  of 
drawing,  etc.,  as  well  as  full  instructions, 
notes,  and  hints  on  the  drawing  of  each  copy, 
and  these  are  also  supplemented  by  nume- 
rous sketches  aud  diagrams. 


Cloth.  Price  16  net. 

The  Normal  Guide  to  Freehand 
Drawing. 

Part  III.  Photog;raphs  from  the  Cast. 

By  S.  PoLAK,  Art  Master  (South  Kensington), 
Queen’s  Prizeman  for  Ornament,  etc. 

Treats  fully  and  exhaustively  drawing  in  out- 
Ime  from  photographic  representations  of  casts 
of  ornament.  It  is  not  a mere  collection  of  photo- 

chapters  on  the  principles  of 
light  and  shade,  the  determination  of  the  exact 
outline,  etc.,  as  well  as  outline  drawings  from  the 
given  photographs. 


Cloth.  Price  1 - net. 

The  Normal  Guide  to  Freehand 
Drawing.  Part  11. 

Natural  Forms  and  Common  Ohjects. 
By  Abthub  Schofield,  A.R.C..\.,.Art  Master 
I (Certificated  in  4 groups)  National  Silver 
Medallist  for  Painting,  Architecture, 

I ^ Modelling,  etc. 

1 This  book  deals  with  the  drawing  of  com- 
mon objects,  plants,  flowers,  animals,  and 
' birds. 


Cloth.  Price  3/-  net. 

The  Normal  Guide  to  Freehand 
Drawing. 

I I'he  S parts  hound  together,  complete. 

By  S.  PoLAK,  Art  Master,  etc.,  and  Arthcb 
Schofield,  A.R.C.A.,  etc. 

Specially  prepared  to  fully  meet  the  latest 
requirements  of  the  Science  aud  Art  Denart- 
' ment  on  this  subject. 


Cloth.  Price  1 - net. 

Cornelius  Nepos: 

Lives  3f  Miltiades&  Epaminondas 

IP  A.  E.  IKIN,  B.Sc.,  L.C.P.,  etc. 

Cont;  .ins,  in  addition  to  the  Latin  Text, 
brief  sb  stches  of  tlie  lives  of  Cornelius  Nepos, 
Miltiad  ?s  and  Epaminondas,  full  Notes— 
Gramn  atical,  Hi.storical,  and  Geographical, 

\ ocabr  laries,  L’sts  of  Verbs  with  their 
priiicip  il  parts.  Map  of  Greece,  etc. 


Price  1/-  net. 

CLOSE  INTERLINEAR  TRANSLATION 

OF 

Cornelius  Nepos  : 

Livesof IVIiltiades&  Epaminondas 

By  A.  E.  IKIN,  B.Sc.,  L.C.P.,  etc. 

Ill  this  l)onk  the  Latin  text  is  given  in  one 
line,  and  the  corresponding  Englisli  transla- 
tion in  the  next,  ami  the  arrangement  is  such 
that  the  nu  auing  of  every  Latin  word  can  be 
seen  at  a glance. 


Cloth.  Price  2/6  net. 

The  Normal  Guide  to  Model 
Drawing 

By  Abthub  Schofield,  A.R.C.  A.,  Art  Master 
(Certificated  in  4 groups).  National  Silver 
Medallist  for  Painting,  Architecture, 
Modelling,  etc. 

Fully  meets  the  latest  requirements  of  the 
Science  and  Art  Department  in  Model  Draw- 
ing. Students  who  work  through  this  book 
need  no  further  aid  or  assistance. 


Li  A \ f ^ ^ y 


The  Expansion  of  the  British 
Empire,  1558-1900. 

By  Professor  E.  E.  Dkxxky  and  P 
Lybdox-Koberts.  A.C.P.,  etc 
The  only  book  published  that’deals  with 
Die  very  latest  acquisitions  to  the 

Empire.  Treats  fully  the  hi.story  of  the 
Empire  as  far  as  it  is  concerned"  with  its 
gro^wth,  and  also  contains  special  chapters 
anu  ^-nopses  showing  the  gradual  growth  of 
the  Empire,  when  and  in  wliat  manner 
each  colony  was  acquired,  etc.,  etc 


Price  8d.  net. 


The  Teacher’s  Copy-Book. 


By  P.  :jYDDox-Robkrts,  A.C.P.,  etc.,  and 
Professor  E.  E.  Dexxey. 


This  ( 
ally  for 


“ It  lU 
write, 
the  Stui 
and  the 


opy-T^ook  has  been  written  especi- 
he  Teacher’s  Examinations. 

t only  teaches  the  Student  how  to 
it  also  how  not  to  write.  It  gives 
ent  full  directions,  sets  him  a copy, 
1 corrects  the  copy  when  written.” 


Price  Gd.  net. 

Common  Errors  in  Language 
(Written  and  Spoken). 


By  Professor  E.  E.  Dexxey.  and  1\ 
Lyddox-Kobkrts,  A.C.P  , etc. 

Deals  fully  with  the  various  errors 
cominonly  made  in  botli  speaking  and 
'\riting.  Cc*ntaiiis  numerous  exercises  with 
key. 


To  be  obtained  from  all  Booksellers,  or  post  free  al  Published  Price,  from 
XOKMAL  CORRESPOXDEXCE  CoLLEGK  PreSS, 

47,  Melford  Bead,  Dulwich,  S.E.,  or  110,  Avondale  Square,  London.  S.E 
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Cloth.  Price  1,  0 net. 


The  Normal  History  of  England 
1756-1783. 

A.  F.  Dodd, 

First-class  Cambridge  Historical  Tripo.sand 
Lecturer  on  History  at  the  Finsbury 
Pupil  Teacher  Centre 

Specially  prepared  for  those  who  have  to 
study  this  period  in  detail.  Fuller  details 
are  given  than  in  t’ne  ordinary  text-books 
and  a brief  account  of  the  history  of  the 
country  under  every  aspect. 


L.10111.  rrice  l 0 net. 


The  Normal  Reign  of  Edward  III 

By  A.  F.  Dodd. 

Fii-Bt-Class  Cambridge  Historical  Tripos  and 
Lecturer  on  Histor3'  'tt  tlie  Kiiisburv 
Pupil  Teaclier 


Pupil  Teacher  Centre. 

«f  this  reign  suitable fo 
students  M'ho  have  to  make  a. special  stu.lv  o 

It.  r Uiler  detail.fi;  arp  f 1,  ^ . 


it  1 4.  W CL  siuav  o: 

It.  uiler  details  are  given  than  in  the  ordin 

ary  text-books,  and  a brief  account  of  the 
hi.story  of  the  country  under  every  aspect. 


To  be  obtained  from  all  Booksellers,  or  post  free  at  Published  Price,  from 

Normal  Correspondence  College  Press, 

47,  Meltord  Road,  Dulwich,  S.E,,  or  HO,  .Ivondale  Square,  London,  S.E, 
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The  Normal  Freehand  Test  Cards. 

A Series  of  Test  Cards  (9^-in.  by  7-in.)  for  use  in  Art  Classes,  Pupil 
Teacher  Classes,  the  Upper  Standards  of  Schools,  etc. 

Series  A. -Conventional  Forms.— A packet  of  20  cards,  10  different 
copies.  Price  1/0  net. 

Series  B.— Plants,  Animals,  and  Common  Objects.— A packet  of 
20  cards,  10  different  copies.  Price  1/0  net. 

Series  C (for  Scholarship  Candidates).— A packet  of  20  different 
cards,  containing  all  the  copies  included  in  both  Series  A and  B. 
Price  1/0  net. 

Series  I). —Photographs  from  the  Cast.- A packet  of  20  cards,  10 
different  photos.  Pidce  1/0  net. 

Key  to  Series  D.- Finished  Outline  Drawings  made  from  the 
photos  contained  in  Series  D.  A packet  of  20  cards.  1,  - net. 


To  be  obtained  from  all  Booksellers,  or  post  free  at  Published  Price,  from 
Normal  Correspondence  College  Press, 

41,  Melford  Koad,  Dulwich,  S.E.,  or  110,  Avondale  Square,  London,  S.E. 
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NOV  1 1901 
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